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AND SENATE FACT-FINDING COMMITTEE ON AGRICULTURE 


Fresno Hacienda 
Fresno, California 


June 29, 1960 oe 10 A.M. 
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CHAIRMAN BELOTTI: The meeting will please come to order. This 
is the second day of a two-day hearing on dairy problems by the 


Assembly Interim Committee on Livestock and Dairies and the Senate 


Fact-Finding Committee on Agriculture. I introduced the members of 


both Committees yesterday, but since then we have some new members 
of the Senate Committee. On my left over here is Senator O'Sullivan 
from Colusa County, and then over on the extreme left is one of the 
Senators from my own Assembly District, Waverly Jack Slattery from 
Lake and Mendocino Counties. Yesterday, we heard about proposals to 
eliminate the country plant hauling charge on Grade A milk, and to 
upgrade cultured buttermilk to a Class 1 product. Today we are go- 
ing to hear about a proposal contained in Senate Bill 1167, by 
Senator Cobey of Merced, for a Grade B milk marketing law similar to 


the present Grade A law. And a proposal by Senator Hugh Donnelly 





embodied in Senate Bill 1442. Senator Donnelly is from Turlock; 

and the subject matter provides for a uniform milk sales contract with 
minimum guarantees. We are going to listen to the testimony as pre- 
sented and then study it very carefully so we may be in a position to 
render a report to the Legislature when they meet next January. I 
want to suggest to everyone to attempt to be candid and state their 
views completely and briefly. And anyone who desires to testify but 
has not as yet contacted the staff secretary, I would like to suggest 
that they do so at this time. The agendas are available for any of 
you that may desire to pick them up over there at the desk. We have 


down here the representative for the Western Dairymen's Association, 


so at this time I would like to ask Joe Branco, their State President 


to come forward. 


MR. BRANCO: My name is Joseph Branco, the Chairman of the State- 
wide Manufacturing Milk Committee, which consists of twenty seven 
different organizations representing approximately 95% of all milk 
production available for manufacturing purposes in California. I 
am also the State Presudent of the Western Dairymen's Association, an 
organization representing dairymen in the two Valieys (San Joaquin and 
Sacramento) in the State of California. We are the sponsors of S.B.- 
1167 authored by Senator James Cobey. Dairying is one of California's 
most important industries. Combined cash receipts to the farmers from 
milk and cream were 376 million dollars in 1959. A decade ago, this 
was roughly 250 million dollars. This increase of approximately 50% 
is a result of a slightly higher blend pries and a greater volume. 

The average return per hundred weight of manufacturing milk for 1959 
was $3.25 compared to $3.27 in 1949. At the same time, the number 
of dairy cows increased from 840,000 to 945,000, and the cow pro- 
duction increased from 7500 lbs. to roughly 8750 lbs. These figures 
are evidence that California's dairy industry is not only large, but 
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it is growing. As our industry grows, it is a proven fact that only 
the dairymen under the protective arm of the law are faring well 
under the economic tide. From the State Crop Reporting Service, we 
find that in the years from 194) to 1959, we have lost approximately 
8,000 dairymen due to the economic squeeze within our State. At 

this time we would like to present to you as Exhibit A {see Appendix), 
a chart which gives the milk fat and skim milk available for manu- 
facture in California and the changing trend from manufacturing milk 
to excess Grade A milk, showing where the products for manufacturing 
are available. I'm not going to read the chart, gentlemen, it is in 
the back. In 1944, 85,355,000 lbs. of milk fat, available for pro- 
cessing was produced by manufacturing milk producers and 6,998,000 
lbs. of milk fat was produced by market milk producers for the same 
purpose. In 1959, 54,011,000 1bs. of milk fat were available from 
manufacturing milk producers, while we had 50,238,000 lbs. available 
from the market milk producers, who are protected under a State 
Stabilization Act, under a formula which stabilizes the price of their 
Class 2 and 3 production and is in direct competition with the manu- 
facturing milk producers market in California. Then the big question 
arises, "Can California legislation continue to hold an umbrella 

over a preferred group of milk producers, while the balance remain 
out in the rain"? The manufacturing milk supply of California, in 
the opinion of processors, is that manufacturing milk supply of 
California is the only supply they can rely upon to maintain their 
plants wet. The second question raised by the manufacturing milk 


producer is, “With the increase in production of Grade A in excess 


of Class 1 requirements, what will happen to their markets?" In 


the opinion of the manufacturing milk dairyman, the processors are 
buying their Grade A markets by giving away their manufacturing 


milk products, therefore making the manufacturing milk producer pay 
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the bill by lowering their field prices. The third question that 
arises in the minds of the producers is, "Is the major factor assoc- 
iated with demand, for the protection of the health and welfare of 

our state's consumers, due to population explosion?" Will the manu- 
facturing milk producers be able to continue a supply to fulfill their 
needs?" California's population today is approximately 15,000,000 
people and according to experts in this field, predicting the activi- 
ties of the younger generation, California's population will reach 
24,000,000 by 1975. With this basis established for California, 
capital consumption of dairy products ona fluid milk equivalent 
basis, after considering income trends, competent analysis that we 
will need for 1975 approximately 19.5 billions lbs. of dairy products. 
Of this, roughly 11 billion 1bs. will be consumed in the form of 

fluid milk and fluid cream. The remaining milk products will in- 
clude 1.3/) billion lbs. of milk for ice cream, 34 billion lbs. of 
milk for butter, 2 3/ billion lbs. of milk for cheese and 600,000,000 
lbs. of milk for evaporated milk. The experts go on to say that we 
will need 1,500,000 more cows with an annual production of 10,400 lbs. 
to produce this supply. This means an increase of 100,000 more cows 


than we have today. In 1959, according to Federal Reporting Services, 


California imported 59,000,000 lbs. of butter to fill its fats needs 
of the market. What will happen by 1975? The fourth question then 
arises, "Will the mid-west, our major competition area for manufac- 
turing milk products, be able to supply California?" Logically we 
believe that mid-west dairymen have the advantage in cost of pro- 
duction in regard to the price paid for milk, but the big fact 


remains their organized labor will raise processing costs in the mid- 


west as they have in California, and will increase transportation 


costs. Then California must protect their milk supply for future 


Now let's see what conclusions we can draw from our assymptions 
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and what will S.B. 1167 do to help the producers of California. 

First, it will give the producer a right to negotiate for the pricing 
on his product, through hearings; second, it will establish a paying 
formula based on powder and butter, which is low recovery, plus trans- 
portation differentials, plus a percentage of the Class 2 market, 
which in turn will give stability to the industry and producers of all 
milk. What will S.B. 1167 do for the consumer? It will give them an 


adequate supply of manufacturing milk for dairy products. It will 


prevent turmoil in pricing to the consumer, for example, the Los 


Angeles consumer pays ll¢ for a quart of buttermilk; the consumer 

of the City of Merced pays 19¢ per quart, and the PXs of California 
pay 64¢ per quart. In closing we must say that the Milk Stabilization 
Act has worked for the public interest until now, granting them lowest 
prices possible for fluid milk in the United States and granting a 
stabilized market for the market milk producers. We feel that S.B. 
1167 will do the same for the manufacturing milk producers and their 
consumers. This concludes my statement, and I ask in behalf of the 
milk producers of this State, to give your consideration to this 

bill, S.B. 1167. I have an additional statement by the California 
State Grange to read to you Gentlemen. 

The California State Grange with its 5,000 members throughout 
California realizes the economic necessity of keeping California's 
manufacturing milk producers a going concern. Their value to the 
continued balance of the financial welfare of the State is obvious 
to any thinking citizen who takes heed of the immense total dollar 
volume of their purchases of feed, forage, production supplies; 
their contribution to the transportation facilities, their sustaining 
of the payroll of the processors and distributors; and most important 
of all, their contribution to the family life and citizenship of a 


free, independent, American way of life. Unless some definite, well 
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thoughtout legislation is forthcoming at the 1961 Session of the 
State Legislature that will help to keep these dairymen a part of 
the economic life of California, the independent dairyman will 
gradually disappear from the California rural scene, and something 
fine will be gone - a moral as well as financial loss to the State. 
The Grange points the way for all phases of the milk production 
industry in Californoa to band together for their mutual survival - 
meet around the table and calmly arrive at deliberate policies that 
will be sensible, down-to-earth, and mutally beneficial. Careful 
study and direction is needed, and we believe the basic soundness 
of the men who form the production end of dairying in California 
have the ability, brains and patience to work out among themselves 
proper recommendations for a stabilization of their industry; and, 
united, they can demand the right to take their place with heads up 
among the major agricultural producers in California. This is the 


task ahead of California's dairymen, and the California State Grange 


is ready to assist with its entire resources, experience and energy. 


MR. BRANCO: Mr. Quinn, the State Master, is in Washington, D.C. 
dedicating a building, and that is why he is not able to be here with 
us today. 

CHAIRMAN BELOTTI: Thank you, Mr. Branco. Now before we ask for 
questions, I am pleased to welcome Senator Stiern from Bakersfield, 
sitting up here on my immediate left. Glad to have you, Senator. 

Now for questions from anyone from either the Senate or Assembly 
Committees. 

SENATOR COBEY: Joe, as I recall the debate on butter and powder, 
the bill itself doesn't actually have that kind of limit, does it? 

MR. BRANCO: No, but that is the observation of the producers 


that it would set a formula based on powder and butter as last re- 


covery. 
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SENATOR COBEY: The ceiling, as a practical effect on the 
California established price, would be the cost of production in the 
Midwest plus the cost of transportation in here? 

MR. BRANCO: That's right. On the usage basis as to where the 
milk goes. 

SENATOR COBEY: Now the main reason for the bill at the present 
time is the fact that we have so much excess Grade A being used in 
California now for manufacturing purposes. And am I right or wrong 
in my impression that this Grade A can be purchased more cheaply 
by the processor than the Grade B, because on the Grade B, he pays 
the hauling charges from the ranch, and on the Grade A he does not. 
Am I right or wrong? 

MR. BRANCO: No, all prices of manufacturing milk are based on 
FOB ranch, so are Class 2 and 3. But I think the milk youtfre refer- 
ing to, Jim, is in excess of contract, and these Grade A producers 
are being shuffled around throughout the State, and as a very 
capable man put it up at a Fresno hearing, it's being bootlegged as 
low as $2.75 in comparison to $3.10 manufacturing milk. 

SENATOR COBEY: Just on this hauling differential alone, which 
I referred to, is that generally obtained? In other words, Grade B 


milk is FOB ranch, and Grade A milk is FOB plant? 


MR. BRANCO: No, your Class 2 and 3 is FOB ranch in the valleys. 


SENATOR COBEY: I see. 
MR. BRANCO: The only one that's FOB plant is the excess over 


and above contract. 

SENATOR COBEY: Over and above contract. As I get it, in the 
valleys, our problems is that we are the holders below contract. 

MR. BRANCO: That's right. 

SENATOR COBEY: In the valleys, to repeat that, Joe, we are the 
holders, generally speaking, of below contracts. Is that right? 
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MR. BRANCO: That's right. 

SENATOR COBEY: And has anybody made a study of any sort to 
indicate what the so-called average valley contract is? 

MR. BRANCO: The Grade A Study Committee that was appointed by 
the Director is in the process of making that study now, Jim. At 
the last meeting, we had a breakdown but I do not have it with me. 
I'm sorry. 

SENATOR COBEY: Can you give any approximation at this time? 

Do they run around 50% contract, 60% contract, what? 

MR. BRANCO: Well, you have different types of contracts. You 
have some contracts that are 100% contracts, but in the terms they're 
really not 100%. In other words, they contract for a certain amount 
and give 100% of it. But they're usually not 100% of production. 

And I would say that the average contract is around 25% of production 
throughout the valley. 

SENATOR COBEY: And what is happening at the present time to 
this excess 75%? How is that production being used? 


MR. BRANCO: A percentage of that, Jim, goes into your Class 2 


and 3 market, which, as I stated in the statement, is controlled by 
your Stabilization Act. In other words, the Bureau sets up a minimum 
price. 

SENATOR COBEY: What is Class 2 and 3, anyway? 

MR. BRANCO: Class 2 is all wet products. To define them, Class 
3 is powder, butter, and hard cheeses. Class 1 is all fluid forms 
and types of products other than buttermilk. Then Class 2 would come 
in under buttermilk, cottage cheese, evaporated milk, ice cream mix, 
skimmed, and there might be a few more. 

SENATOR COBEY: And those are covered by our present Stabiliza- 
tion Act; those prices are fixed by the State. And do you know what 
proportion of this excess 75% production now goes into this Class 2 


"oe 





and Class 3? 

MR. BRANCO: According to the Reporting Service, in the year 
1959, 50,238,000 pounds went into Class 2 and 3 production. 

SENATOR COBEY: And what proportion would that be? Is there any 
way we can estimate that? 

MR. BRANCO: The combined manufacturing milk available is 
104,000,000 pounds, which is 36.8% of the entire production of milk 
in California. So that's about as close as I can get to it, Jim. 

SENATOR COBEY: Are these categories that you have been giving 
accurate categories? I mean, in other words, when milk is produced 
at a Grade A dairy, and then sold for a Grade B usage, is that milk 
classified as excess Grade A milk, or is it classified according to 
its usage? 

MR. BRANCO: It's classified up to contract base. Then over- 
contract it's unclassified, and is called excess. 

SENATOR COBEY: It's called excess? I see. I have no further 
questions at this time, Mr. Chairman. 

SENATOR RATTIGAN: Joe, do you conceive the objective of this 


bill to elevate the prices paid for excess Grade A? 


MR. BRANCO: Yes, it will elevate it to a certain extent, 


Senator. It will balance it out with the manufactured milk prices. 

SENATOR RATTIGAN: Now is, you figure that to be one of the 
objectives of the bill? 

MR. BRANCO: The main objective, I think, of the bill is to 
equalize all prices and classify all production prices. In other 
words, to establish a paying price to the producers on all milk pro- 
duced in California, 

SENATOR RATTIGAN: What effect will it have on Class 1 price? 

MR. BRANCO: It should have no effect whatsoever. 

SENATOR RATTIGAN: Class 1 price is based in part on the 
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manufactured milk price, isn't it? 


MR. BRANCO: Yes, and it's also based on powder and butter, which 


is last recovery. 


SENATOR RATTIGAN: One factor the Director of Agriculture has to 
take into account in establishing the Class 1 price is the manufactur- 
ing milk price, isn't it? 

MR. BRANCO: Yes, and they're all tied around powder and butter, 
which is the last recovery. 

SENATOR RATTIGAN: Is not the manufacturing milk price now based 
upon the Midwestern price, with a transportation differential? 

MR. BRANCO: It is based on powder and butter recovery, Senator. 
And we feel that part of this milk is going into Class 2 usages, that 
have a higher recovery value to the processors. 

SENATOR RATTIGAN: I'm not sure I follow you. Let me have that 
again about powder and butter recovery. 

MR. BRANCO: The $3.10 Grade B price, FOB ranch, is based approx- 
imately on powder and butter recovery. 

SENATOR RATTIGAN: And what do you mean by powder and butter 
recovery? 

MR. BRANCO: Well, say that a plant has more milk than they can 
use for Class 2 usages and Class 1. Say that it's a plant in your 
area that has Class 1 production. And after they use what they have 
for Class 1 they go into Class 2 and 3. Then anything up over and 
above that in Class 3 is based on powder and butter. It goes into 
the powder mills and the butter churn, and they recover on government 
support if they can't find a market for it. 

SENATOR RATTIGAN: Well, is not the Class 3 price based on the 
Midwestern price of powder and butter? 

MR. BRANCO: And California's manufactured milk fixed price. 

SENATOR RATTIGAN: What I'm getting at is, if this bill was 
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passed, would not the fixed price of manufacturing milk have to be at 
least as much as the Midwestern pre-price, with a transportation dif- 
ferential? 

MR. BRANCO: Yes, it would. 

SENATOR RATTIGAN: If it were higher, we would be flooded with 
imports, wouldn't we? 

MR. BRANCO: Yes, we would. We're not asking for higher prices. 
All we are asking is to stabilize the price, based on powder and 
butter with the freight differential and Class 2 usages. 

SENATOR RATTIGAN: Isn't that what it's based on now? Is the 
real standard going to change? | 

MR. BRANCO: It will change to a certain extent, yes. 

SENATOR RATTIGAN: Well, why will it change from the present 


base of the Midwestern pre-price plus transportation? 


MR. BRANCO: Because of Class 2 usages, it will have a higher 


return. 


SENATOR COBEY: Well, Joe, the fundamental purpose of this bill 
is to give some limited price relief to the Grade B producers, isn't 
it? | 

MR. BRANCO: Yes, and no, Senator. It is, if it can be recovered, 
but we feel that this bill will do one great thing, and that is to 
stabilize all prices. It will give us a chance to ask producers to 
appear ina hearing, and to prove our point, and to be able to have 
some negotiation in the pricing of our product. 

SENATOR COBEY: Now am I wrong? I was under the impression that 
the liquidation of a Grade B producer that you referred to in your 
statement, has been due to two factors; his inability to recover his 
cost of production, and the competition of this over-contract Grade 
A milk. As I see it, the purpose of this bill is to extend State 


producer pricing to all Grade B usage, so that competition from this 
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excess, or over-contract, Grade A milk is brought into line. Second, 
to the extent that it's possible to do so, in view of the competitive 
situation with the Midwest, to give some price relief to the Grade B 
producer. What do you mean by last recovery? I am intrigued with 
that. . 

MR. BRANCO: "Last recovery" is what fellows in the processing 
business mean when the milk can't go into any other product It goes 
into powder and butter. And that is what we call last recovery. In 
other words, that's what your support prices are based on. It is the 
type of product that you can store for a time for the benefit of the 
market. 

SENATOR COBEY: Is that where you normally get your lowest return, 
and so you-- 

MR. BRANCO: --Call it last recovery. 

SENATOR COBEY: Yes. that's where you put it if you haven't got 
any other market for it. 

MR. BRANCO: That's right. 

CHAIRMAN BELOTTI: Joe, wouldn't the primary beneficiary under 
the provisions of this bill first be the Grade A producers? Wouldn't 


they be the first ones that would get the benefit of it on the increase 


receipt for their excess, over and above the contract? 

MR. BRANCO: We hope it would work that way. | 

CHAIRMAN BELOTTI: One other thing that I have here, on the 
second page of your statement you say that the processors are buying 
their Grade A markets by giving away their manufacturing milk products. 
Would you just briefly elaborate just a little bit on that? 

MR. BRANCO: That's a big statement, Mr. Chairman. By that I 
mean that in some of these government biddings our manufacturing pro- 
cessors, in order to secure that contract, are practically giving 


away manufactured milk products in order to get a packaged deal. For 
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an example, we know that there are bids into some of these govern- 
ment camps at 64¢ a quart for buttermilk, which is exactly the cost 
of buttermilk on manufactured milk, based on a $3.10 market. I've 
seen some of the bids, and I was quite shocked to see the pricing 
that was involved in it. 

ASSEMBLYMAN WILSON: Mr. Branco, what would be the effect of 
this on the consumer? What's it going to do to the market price? 

MR. BRANCO: This bill does not set prices to the consumer, Mr. 
Wilson. 

ASSEMBLYMAN WILSON: Well, it's intended, though, to raise the 
price for the producer, isn't it? 

MR. BRANCO: Yes, it is. It's intended for that, but we have to 
be fair about it, Mr. Wilson, because we have our competitive market 
from the Midwest that we have to consider. 

ASSEMBLYMAN WILSON: Well, I think this is something we should 
emphasize. 

MR. BRANCO: Well, if we raise the price on the consumer level 
too great then you have your Midwestern products coming in to take 
over the market. So that would control that factor. 

ASSEMBLYMAN WILSON: It's possible. There is no correspond- 
ing Desmond Act here, is there? 

MR. BRANCO: No. 

ASSEMBLYMAN BRITSCHGI: In regard to the statement, I am just 
surprised that the purpose of the bill, as Mr. Branco has stated, 
was to come before a hearing, and we go along and we quote figures of 
800 or 8,000 or 80,000, or some fantastic number of farmers that are 
producing Grade A, Grade B, or whatever it would be. But there are 


none of those people here today. I1 say none, maybe I can look out 


there and maybe see a half a dozen. I am sure that Mr. Branco isn't 
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representing all of them, and it would seem to me that this is a 
bread-and=-butter bill. If I were doing it I would have this room so 
packed that you wouldn't have room for 5,000 people in the auditorium. 

And I'm just quite surprised at the fact that one or two people 
can come up here and want to raise the price of the product to con- 
sumers with no regard to anything else other than possibly one little 
infinitesimal point that they have in mind. I am just wondering how 
many of the farmers are really upset or disappointed with their par- 
ticular pricing. We heard it yesterday that the farmers could never 
come to a hearing, Joe, because they'd lose their contract. 

MR. BRANCO: This is not the case. 

ASSEMBLYMAN BRITSCHGI: Well, you're going to be right back in 
the same thing with this particular bill of yours. You won't have one 


farmer go before your departments for a hearing because they'll be 


afraid they'll lose something else in the Grade B market. I can't 


see the difference between that and the Grade A set-up that you have 
at the present time. 

CHAIRMAN BELOTTI: I am sure they are satisfied to have Joe be 
their spokesman, but you go ahead, Joe. 

MR. BRANCO: I would like to say that we have petitions circulat- 
ing out among the producers of California, but you realize that with 
two field men it takes quite a time to get the signatures of these 
producers. We hope by the 1961 Legislature to have the signatures of 
as many Grade B producers as we possibly can endorsing this bill. In 
other words, I know at present we have the signatures of approximately 
5,000 dairymen. But they're spread throughout the State. There's 
some up in Mr. Belotti's territory that we have to go see and ask them 
if they want this type of legislation. As far as the Statewide 
Manufacturing Milk Committee, I find myself sometimes amused at the 


representatives of these different organizations that were up there 
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to approve this legislation, and we find pockets of these same organ- 
izations that are probably going to oppose it. But at the time when 
we set up what was known as the Statewide Manufacturing Milk Committee, 
which consisted of 27 different organizations representing the pro- 
ducers, we had a representation of 95% of the manufactured milk there 
in that room. Everyone agreed that we had to do something to benefit 
the dairy producers. And up to the last minute of the legislation 
they were all pretty well in line. 

CHAIRMAN BELOTTI: Thank you very much, Joe. Any further 
questions? 

SENATOR MURDY: You alluded a while ago to the price of 64¢ for 
buttermilk for the military, I believe. 

MR. BRANCO: That's right. 


SENATOR MURDY: Was that on competitive bids? 


MR. BRANCO: That's right. 
SENATOR MURDY: How many bidders were there? Do you have any 


idea? 
MR. BRANCO: I think in this particular case there were four of 


them. 

SENATOR MURDY: That covers the entire State of California? 

MR. BRANCO: No, there was one particular base in Southern 
California. 

SENATOR MURDY: Bids are taken in two places then, one from the 
north and one from the south. 

SENATOR COBEY: Joe, as I understand this bill, a good portion 
of its legal basis is the assurance that there will be an adequate 
local supply of milk for manufacturing purposes, just as in the Young 
Act you have the same assurance that there will be an adequate local 
supply of fluid milk for human consumption. In the case of the Grade 
A milk there may be a health reason that you can substantiate why 
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you should have an adequate local supply of Grade A milk, entirely 
aside from any economic consideration. Now is there any health basis 
at all for saying that the State should have an adequate local supply 
of milk for manufacturing purposes? 

MR. BRANCO: The only health base I can see, Senator, is naturally 
as a dairyman I feel that all consumers of California should have 
dairy products in their diet. That's about the only health base I can 
hang my hat on. Maybe I could go further to answer this. As you 
probably know at the last Session, I think it was Senate Bill 13, 
was passed to raise the standards of dairy products, or to set stand- 
ards on finished dairy products of California. This same committee, 
the Statewide Manufacturing Milk Committee, met with the processors! 
committee, and we were able to work out a set of standards that were 


fair to processing, fair to producers, and fair to consumers. And I 


understand that the Director is going to hold hearings on these 
particular standards which automatically did raise them slightly 
above the national average. 

SENATOR COBEY: I am not a student of the history of milk legis- 
lation in the United States, but I get the impression that an awful 
lot of milk pricing in the United States has been done on the basis 
of health where no real health basis existed. And I am just wonder- 
ing how long the courts are going to allow that to continue. That's 
the reason I raised the question. 

SENATOR STIERN: I would like to ask this question just to have 


it on the record, and since you represent this organization, I have 


your statement of it, in your opinion briefly what is the difference 


between Grade A and Grade B milk? I don't expect you to go into the 
whole Code. Briefly, what's the difference? 


MR. BRANCO: Briefly, I would say it's the difference of a 


building, and I'11 tell you why. 
atte 





SENATOR STIERN: It's what? 

MR. BRANCO: The difference of a building. I was a Grade B 
producer up to the 16th day of December of 1958. I1 was in one dairy 
and I moved my dairy, my same cows exactly, a half a mile into a new 
set of buildings, and on the 17th of that same month, which was ex- 
actly 12 hours later, I was a Grade A producer. 

SENATOR STIERN: Now is this your personal feeling, or is this 
definitely the definition of A and B? 

MR. BRANCO: That isn't the definition, Senator. 

SENATOR STIERN: It takes another thing, doesn't it? 

MR. BRANCO: That's right, it does. 

SENATOR STIERN: My second question is this: Then who determines 
whether a producer is going to be a Grade A or Grade B producer? 

MR. BRANCO: Your inspection service. 

SENATOR STIERN: Who are they? 

MR. BRANCO: You have your State inspection, you have your city 
health, that's Los Angeles and San Francisco and different cities and 


counties. 


SENATOR STIERN: It's a very variable thing then, isn't it? 


What is "A" in one county need not necessarily be "A" in another 


county. What is "B" in one county may not be "B" in another county. 
MR. BRANCO: I think there was a mutual agreement not too long 
ago that the Grade A standards are the same in all California today. 
SENATOR STIERN: Well, the ordinance is the same, but its enforce- 
ment varies considerably. That's what I'm getting at. 
MR. BRANCO: According to the man, yes; but the policies are the 
same. 
SENATOR STIERN: That's what I wanted to bring out. 
SENATOR COBEY: Basically these are sanitation requirements, 


aren't they, and what you are referring to is that a Grade B producer 
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in order to become a Grade A producer must add certain buildings and 
certain equipment. 

MR. BRANCO: And produce milk of a certain quality. 

SENATOR COBEY: Yes, but in terms of bacteria count, with your 
present farm holding tanks, and that sort of thing, how much of a 
difference is there between Grade A milk and Grade B milk? 

MR. BRANCO: Well, Senator, I don't think the equipment has 
anything to do with it. I don't think a tank would have anything to 
do with the bacteria content. 

SENATOR STIERN: Well, it most certainly does. 

MR. BRANCO: Right. I mean, I don't say that. I say you have 
an established standard to go by; your bacteria counts and your 
standard counts which your processors demand of you for the market. 


But I don't say that a Grade A man with a cold-wall tank can produce 


4 
milk any better than the man who passes him milk over a refrigerated 


area and puts it into cans. 

VOICE: Oh, I don't know about that. 

MR. BRANCO: I can say this, Assemblyman, and I think I can say 
it truthfully, that you can give a palace to a daryman and you can 
give him one of those little out-houses, and the difference in the 
dairyman is the guy that's going to produce the quality milk. 

SENATOR STIERN: Mr. Branco, may I ask you this question. It is 
true, then, in your opinion, that there are many things that determine 
Grade A milk besides this dairy barn, this dairy plant? 

MR. BRANCO: That's right. The production management, I think, 
is one of the biggest factors, the management of the dairy. You can 
find that some dairymen just can't produce quality milk, and then you 


find others that can do a terrific job. 
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that the degree of inspection 


SENATOR STIERN: Will you also admit 


in various counties is so variable that a Grade A dairy in one county 


will not be a Grade A dairy in another county? A Grade B dairy in one 


county may not be a Grade B dairy in another county? 

MR. BRANCO: I wouldn't say that in this State, no, Senator. I 
think where you find a differential there sometimes is in the processor, 
In other words, your contract buyer. He 


the man who buys the milk. 


has standards of his own which are below State level. And there is 





where you have a variation. Some dairymen right across the road 
from another can't produce to this particular plant because he can't 
meet those requirements that that processor demands. 

SENATOR STIERN: You are talking about bacteria count, basically? 

MR. BRANCO: Bacteria, and there are other standards. For the 
quality of milk, is what I'm referring to. As far as buildings, they 
are all the same for the State. 

ASSEMBLYMAN BRITSCHGI: I would like to get back to this pricing 
set-up, Joe. I think that we are probably confusing some of the 
members up here on the 1h, 19 and 64¢. I think what you are trying 
to point out is that there is a differential in price, but while it 
is true, it would have no effect on what you receive as a producer 
for your milk. I think you should get that straight for the committee. 
If, Ardens for an example, just to use a name, had an excess amount of 
milk and wanted to bid into a military installation, a PX, as you call 
it here, it would seem to me that it would be better for you to get 
Class 2 price for your milk than to get Class 3 if they were going to 
dump it into powdered milk. So obviously this price here doesn't 
mean a darn thing, as far as any testimony is concerned before the 
Legislature. 

MR. BRANCO: Well, it has this effect, I believe, Assemblyman, 
that if we had this type of legislation where we established minimum 
prices to the producer it would put everyone on a competitive base 
instead of having, as you know, some excess Grade A milk being bought 


for $2.75 based on 3.8% milk. Then you have manufactured milk that's 


bought at $3.10. Then you have your Class 2 that's bought at $3.30. 


And it's all going into the same products and it does put some of the 
creameries in an awful position in the market. Do you understand 
what I mean, Assemblyman Britschgi? You have one creamery here that 


pays $3.10, and he is in direct competition with the one right next 
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to him that's paying $2.75 for that milk. How can he compete? He 
can't do it. There is a 35¢ spread there. Because this man that 
pays $3.10, he's paying it FOB ranch. You add the in-haul on that, 
and you have milk up around $3.30, FOB plant. And you have milk that 
is in excess of Grade A that is at $2.75 FOB plant. So you have a 
terrific spread in there, that's causing, in my opinion and in the 
opinion of many of the dairymen and even some of our processors, a 
turmoil in the market. It can't help but do it. 

ASSEMBLYMAN BRITSCHGI: Well, I am thinking of my own particular 
situation, Joe. During the summertime, for example, everybody moves 
out of the Peninsula, and everybody goes on vacation, and schools are 
closed, and all this, and we sit there with a contract for our pro- 


ducers, and what the dickens are you going to do with the milk? Now 


it is better to get 64¢ a quart for buttermilk at a PX than it is to 


dump it down the gutter, and I think it is just as simple as that. 
So I don't think you can go on this price of 64¢. 

SENATOR O'SULLIVAN: Referring to page 2 of the bill, on the top 
of the page, line 1, “that unfair, unjust, destructive and demoraliz- 
ing trade practices have been carried on and are now being carried on 
in the production, marketing, sale, processing or distribution of 
manufacturing milk and its products". 

CHAIRMAN BELOTTI: Do you have a copy of the bill? 

MR. BRANCO: Yes, I have. 

SENATOR O'SULLIVAN: Page 2, line 1. That's the June leth 
amended bill. On page 2, top of the page, right after the semi- 
colon. "That unfair, unjust, destructive and demoralizing trade 
practices have been carried on and are now being carried on in the 
production, marketing, sale, processing and distribution of manu- 
facturing milk." Referring now to the marketing of manufacturing 
milk and its products, what unfair and unjust destructive and 
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demoralizing trade practices are being carried on at the present 
time? 

MR. BRANCO: Well, the only thing I could say, Senator, is what 
we were just talking about, the different pricing in different areas, 
and the usage of manufactured milk products to obtain Grade A markets, 
which we feel is unfair. 

SENATOR COBEY: I can explain a little bit about the drafting of 
the bill that will clear up the point you are trying to get at. 

SENATOR O'SULLIVAN: I prefer to examine the witness at this 
time. 

SENATOR COBEY: Well, go ahead. 

SENATOR O'SULLIVAN: Are there unfair practices going on in the 
pricing of milk, to the producer? 

MR. BRANCO: To the producer? 

SENATOR O'SULLIVAN: Yes. 

MR. BRANCO: Of manufactured milk? 


SENATOR O'SULLIVAN: Of manufactured milk. 


MR. BRANCO: The pricing of manufactured milk today to the pro- 
ducer in field prices is established by a new marketing method in 
California which they call the Pacific Tel and Tel. By that I would 
like to explain that whenever they want to drop the fill they just 
telephone from one another and say, “Fellows, tomorrow the (tanker) 
fill will be dropped. 

SENATOR O'SULLIVAN: At that point. There are phone calls 
from buyers to other buyers? 

MR. BRANCO: Yes, I would say that. 

SENATOR O'SULLIVAN: Prior to the drop of the price to the pro- 
ducer? Is that correct? 

MR. BRANCO: Right. 

SENATOR O'SULLIVAN: And what you're saying is that there is 
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collusion between various purchasers of milk, in setting prices in 
California. Is that right? 

MR. BRANCO: I wouldn't want to go that far, Senator, out ona 
limb. 

SENATOR O'SULLIVAN: Well then, pursue it just a little bit 
further. What does take place? 

MR. BRANCO: As I said, I feel that that's the method of pricing 
milk in California, which I don't think is fair. 

SENATOR O'SULLIVAN: You feel that the present method of pricing 
milk to these producers follows the pattern of phone calls between 
buyers before a price break? 

MR. BRANCO: That's right. 

SENATOR O'SULLIVAN: Are there recent instances of this? 

MR. BRANCO: Yes, last March. | 

SENATOR O'SULLIVAN: Where did it take place? 

MR. BRANCO: Throughout the State. 

SENATOR O'SULLIVAN: Is this going on generally throughout 


State? 
MR. BRANCO: I imagine so. I wouldn't be able to say yes or 


no to that. 

SENATOR O'SULLIVAN: Any other unfair, demoralizing, or destruc- 
tive trade practices going on? 

MR. BRANCO: To the producer? 

SENATOR O'SULLIVAN: Yes. 

MR. BRANCO: Well, in one particular area today, we have what we 


call split-the-pie method of buying. Of course, processing says it's 


for the benefit of the producer. In other words, they take a territory 


and they cut it up into little sections and they say, "Well, you are 


falling in this section, you ship to this processor." And that's up 


towards your way, Senator. 





SENATOR O'SULLIVAN: And that's called split-the-pie? 

MR. BRANCO: Split-the-pie. 

SENATOR O'SULLIVAN: What was the other type of unfair trade 
practice? What do you call that? 

MR. BRANCO: Those are about the only ones I can think of. 

SENATOR O'SULLIVAN: Do you have a name for the previous one 
you described? 

MR. BRANCO: I call it the Pacific Tel and Tel marketing. 

SENATOR O'SULLIVAN: Pacific Tel and Tel. Do you have any other 
unfair trade practices? 

MR. BRANCO: That's about all I'd care to list. 

SENATOR COBEY: I haven't compared this bill with the Young Act 
in its present form, Joe, but I get the impression--that's why I was 
interrupting Senator O'Sullivan with respect to these legislative 
findings--that the language that is incorporated here in these legis- 
lative finds, is pretty largely taken wholesale out of the Young Act. 

MR. BRANCO: That's right. 

SENATOR COBEY: And I etait say that if I reintroduced this bill 
in the 1961 Session I will want those findings rewritten. Because I 
don't believe in legislative findings that are not accurate. I would 
want those findings rewritten in terms of just what the situation is 
that we are trying to deal with in this particular legislation. 

CHAIRMAN BELOTTI: Thank you very much, Mr. Branco. The next 
witness I will call on is William Hunt, California Milk Producers! 
Federation. 

MR. HUNT: Chairman Belotti, and members of the Committees. My 
name is William J. Hunt, Jr., and I am Manager of the California Milk 
Producers! Federation, which is an association of Grade A milk produ- 


cers associations operating in California. 


We are here today to present testimony with regard to S.B. 1167 
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as introduced in the 1959 session of the Legislature. This bill 
provides for the establishment of minimum prices to be paid to pro- 
ducers for manufacturing milk. This is beneficial to Grade A pro- 
ducers, especially with regard to their production which is used for 
Class 2 and Class 3 purposes and is in direct competition with manu- 
facturing milk. At the present time, the prices being paid for manu- 
facturing milk are below the cost of production as determined by the 
California Department of Agriculture and this creates a serious problem 


which must be solved. Grade A milk producers are facing this same 


problem with regard to that part of their production which is used for 


Class 2 and Class 3 purposes and it appears that unless the manu- 
facturing milk price is controlled nothing can be done to help the 
Grade A producers. At the present time there are committees which have 
been appointed by the Director of Agriculture who are gathering infor- 
mation and studying this problem with the ultimate aim of finding a 
solution. The result of their work, which has just started, might 
well be the reaching of a conclusion that S.B. 1167 is necessary and 


will correct the situation. However, in view of these studies, at 


this time we will reserve our opinion with regard to this specific 
bill. We want to make it clear though that we do not oppose this bill 


but merely reserve our opinion until we know the results of the work 
being done by the committees appointed by the Director of Agriculture. 
CHAIRMAN BELOTTI: Any questions? Thank you, Mr. Hunt. Next is 
Herman Grabow. 
MR. GRABOW: I am Herman Grabow, President of the California 
Dairymen, Incorporated, and this will be short. I1 am a member of 
that Statewide Manufacturing Milk Committee, which met for the last 
18 months and at first we started out with the idea that after the 


first few meetings we would have the processors and distributors sit 
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down across the table from us to see if we couldn't, as an industry, 
get together to do something about the price of Grade B or manu- 
facturing milk. At only one or two meetings did we have anyone even 
come there. They just practically ignored us, so the only thing that 
we could do then was to introduce this bill, S.B. 1167. We couldn't 
do it by talking across the table. We weren't able to do it like the 
union does it. We just can't do it that way. I want to say that the 


secretary of the Statewide Manufacturing Milk Committee found it ex- 


pedient a while ago to resign because he jumped over the fence on the 


other side. They scraped the bottom of the barrel, and I was the only 
one left, so they appointed me. I agreed to take it, provided I got 
double the salary. Well, he got one zero. I draw two zeros. Thank 


you. 
SENATOR ERHART: Who didn't appear at these meetings? You say no 


one appeared. 

MR. GRABOW: At one or two meetings we had Mr. Hansen of Crystal 
Creamery, and a couple of men from Safeway. I believe Bill Kuhrt 
has the records which were supposed to be sent to me by the previous 
secretary, but he hasn't sent them. As I recall, they just ignored 
it. They just didn't show up. We certainly couldn't do any talking 
to them when they wouldn't even come. 

SENATOR ERHART: Were the producers there? 

MR. GRABOW: Oh yes. Oh yes. 

SENATOR ERHART: But none of the manufacturers. 

MR. GRABOW: Well, practically none. Practically none. That's 
right. 

SENATOR ERHART: They weren't interested? 

MR. GRABOW: They just ignored us. 

SENATOR ERHART: Did they give a reason? 

MR. GRABOW: As I remember, I think one time they did answer 
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by a letter. They had some long, drawn-out deal, and one of the things 
that struck us very forcibly was they said, the first or second time 

we invited them, they said the holidays were coming up and that will 
take out some time, and right after the holidays we have to dicker 

with the union. They never showed up. 

SENATOR MONTGOMERY: Then you found out that the processors 
don't want to dicker with the farmers, huh? 

MR. GRABOW: They don't have to. 

SENATOR MONTGOMERY: Then they're satisfied. They can go out 
and pay any price they want, whatever they can get for the milk. Is 
that right? 

MR. GRABOW: That's right. You know March 17th they dropped it 
10¢, May lst they dropped it 5¢, and what Joe said is right. I mean, 
I can't prove it to you here, but I know it. I know it. And the 
price of the by-products didn't drop. You know the reason that they 


did it? ‘Cause they knew they were meeting with the union, the union 


they were going to give them 20¢ an hour more, and they said, “Well, 


it's no use raising it to the consumer. The easiest way to do it is 
to take it out on the dairymen because all they can do is squeal a 
little bit, that's all they can do about it." That's a fact. 

CHAIRMAN BELOTTI: I would like to ask you, Mr. Grabow, is it 
your thinking then, that the unions prefer to work with the distri- 
butors rather than the producers? 

MR. GRABOW: It's a little difficult to answer. A dairyman is 
neither fish nor fowl. I mean they are laborers. They labor more 
than the laboring man does. And they have more at stake than, let's 
say, a distributor has. Because in the United States for every 
dollar a distributor has got invested in his business, the dairymen 
have $20, or no, it's $19. But since they are both, they are neither, 


and it's rather difficult to go into somebody who is both and do any 


a 





organizing. 


SENATOR O'SULLIVAN: Are you familiar with any unfair trade 
practices in this field? 

MR. GRABOW: You are talking about the manufacturing milk field? 

SENATOR O'SULLIVAN: Yes. 

MR. GRABOW: On that, directly, no. There is a lot in the fluid 
milk, but on that, I can't say directly. 

ASSEMBLYMAN BRITSCHGI: Mr. Grabow, have you contacted the 
Department of Agriculture and asked their assistance in getting the 
distributors to meet with the producers, at the request of the Depart- 
ment? 

MR. GRABOW: I am sure when I get the minutes, as I remember it, 
they will show that letters were written requesting them to meet. 


ASSEMBLYMAN BRITSCHGI: I don't mean the producers or the dis- 


tritutors. I am asking whether the producers have asked the Depart- 


ment to bring the two groups together. 

MR. GRABOW: You are not talking about the Statewide Manufactur- 
ing Milk Committee now? 

ASSEMBLYMAN BRITSCHGI: Well, as a committee, have you requested 
the Department to help you with your problems in getting the producers 
and distributors together, to come to a meeting to sit down and dis- 
cuss the situation? 

MR. GRABOW: Definitely we did. 

ASSEMBLYMAN BRITSCHGI: What did the Department do about it? 

MR. GRABOW: Whether the Department wrote the letters or whether 
the secretary did--I believe the secretary wrote them--but the 
Department was in on it, and anytime we asked them for any informa- 
tion they gave it to us, and I am sure they concurred in this request. 

ASSEMBLYMAN BRITSCHGI: What I am trying to find out is whether 
you made a request for the Department to have a sit-down meeting with 
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the distributors to discuss your problem. 

MR. GRABOW: As I understand it, I don't think that's within 
the realm of their power or authority. They were to advise us and 
they agreed with us, but the secretary of the committee wrote the 
letters. 

ASSEMBLYMAN BRITSCHGI: Let me ask you this, then. Did the 
Department give you sanction to this bill of Senator Cobey's? 

MR. GRABOW: They sat in with us, we went over it paragraph by 
paragraph, and they gave us the best of their knowledge and opinion. 
They even got in touch with the Attorney General, or one of the 
Deputy Attorney Generals, about the language and the intent and so 
on and so forth. They did a lot of work on it. 

ASSEMBLYMAN BRITSCHGI: Did Charley Dick appear before the Senate 
committee endorsing this bill? 

MR. GRABOW: I vaguely remember that he appeared. I don't know 


if he endorsed it, but I am sure that he didn't oppose it. 


ASSEMBLYMAN WILSON: I wanted to try and find out something 


about the Statewide Manufacturing Milk Committee. Does it have any 
official status? 

MR. GRABOW: Who appointed it? Well, as a result of so many 
dairymen going broke, and as a result of the tragedy--this isn't a 
problem, this is really tragedy,-- 

ASSEMBLYMAN WILSON: No, no, could you just tell me who ap- 
pointed it. Is it just a voluntary get together of a bunch of pro- 
ducers, or does it have some official status? 

MR. GRABOW: The Department of Agriculture called a meeting as 
a result of a lot of individual meetings. We had, I believe, 27 
different organizations, the Grange, the Farm Bureau, and on down 
the line, and a lot of other ones. At that meeting it was voted to 


have this committee and each organization depending on their 
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membership and one thing and another, appoint so many official dele- 
gates to make up this. The first meeting, William Kuhrt presided, 
because somebody had to start it. Then we voted in our members, Joe 
Branco was voted president, Lynn Bramkamp vice president, and so on 
and so forth. So if that is official, it's official. In my opinion 


it is. 
ASSEMBLYMAN WILSON: They were brought together by the Depart- 


ment. 

MR. GRABOW: That's right. 

ASSEMBLYMAN BRITSCHGI: Why didn't they get the distributors 
there, if they brought the thing together? 

MR. GRABOW: Well, the purpose of it was for us to have something 

to present to the distributors, after we had some meetings to jell 
our different opinions and what we could do or might not do, and 
then we did ask them to come up, and they didn't come. 

SENATOR RATTIGAN: Are you finished, Mr. Wilson? I'm temporarily 
presiding as Mr. Belotti stepped out of the room. Are there any 
further questions of Mr. Grabow? Thank you very much, Sir. Is Dr. 

D. A. Clarke present? 

DR. CLARKE: Mr. Chairman and members of the Committees, my name 
is David A Clarke, Jr., I am an Associate Professor of Agricultural 
Economics, with the Giannini Foundation of the University of California. 
For your information, I was born and raised on a small dairy farm in 


the State of Connecticut. I attended the University of Connecticut 


and upon graduation was a member of the staff working on problems of 


research in dairy marketing. I came to the University of California 

in 1946, and since that time have been engaged almost entirely in 

research in the area of dairy marketing, particularly with respect to 

milk pricing. In 1957 and 1958 I was on special leave from the Univer- 

sity to work with the United States Department of Agriculture on Class 
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3 milk pricing problems in the New York milkshed. Chairman Belotti 
has invited me to appear before this group to discuss the feasibility 
of marketing orders for manufacturing grade milk in California. While 
it is recognized that the primary purpose of this part of today's 
hearing is to obtain evidence regarding Senate Bill 1167, I have 
chosen to confine my formal remarks to the general issues rather than 
to deal specifically with the proposed provisions contained in that 
bill. My comments will be divided into five parts: First, a brief 
review of some of the conditions effective in the marketing of milk 
and dairy products; second, a discussion of the types of marketing 
orders which have been available to farmers to help solve their market- 
ing problems; third, a consideration of some of the commodities for 
which marketing orders have been used; fourth, an examination of the 
criteria for success in the operations of order programs; and finally, 


some hypotheses on the operation of marketing orders for manufactur- 


ing grade milk. Types of Competition in the Dairy Industry It 


seems to me that we must differentiate between at least two, and 


possibly three, different types of competition in the dairy industry. 
The nature of the market for fluid milk products, for example, differs 
substantially from that which prevails in the manufactured dairy pro- 
ducts industry. The essential characteristic of the fluid milk 
market is its local nature, with a limited geographic supply area. 

In part, this is due to the fact that the day-to-day production and 
demand characteristics for fluid milk marketing require continuous 
relationships between the processing plant and a specific, limited 
group of producers. In addition, the bulk and perishability aspects 
make the transportation of fluid milk expensive, and this tends to 
limit the geographic supply area. Historically, the health approval 
inspection requirements of local municipalities further protect the 
local nature of fluid milk markets. The conditions under which 
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manufactured dairy products are marketed, on the other hand, are quite 
different from those of the fluid milk market. Butter and cheese, in 
particular, are highly concentrated products which can be and are 
shipped over long distances. It has been many years since California 
manufacturing plants have produced more than a small fraction of our 
state's requirements of these two products. This is indicative of 


the fact that, with certain exceptions, California can no longer 


effectively compete with in-shipments of these products which, due 


to their concentration, have low transportation costs per unit of 
milk equivalent. Other important major manufactured dairy products 
include canned evaporated milk, ice cream mix (and also other “in- 
gredients" for ice cream), plus cottage cheese and related products. 
California production of evaporated milk enjoys some advantage in 
West Coast and off-shore markets due to its lesser concentration than 
butter and cheese. Thus, even though it is less perishable and so 
does not require the expense of refrigeration in transit, the fact 
that it is a "bulky”™ product means relatively high transport costs on 
a milk-equivalent basis. In many markets, including those in Calif- 
ornia, some manufactured dairy products are considered to be closely 
related to fluid milk items. They are often processed locally and 
are marketed through the same distribution channels as bottled milk. 
Frequently, they are produced from local milk supplies--the surplus 
above Class I requirements. For these reasons, the market for these 
products, to a casual observer, appears to be "more like™ the fluid 
milk market than that which exists for butter and cheese. This is 
not the case, however, since the possibility exists for manufacturers 
of these products to substitute alternative ingredients which have 
their source in whole milk supplies obtained from other areas. For 
the purpose of this discussion, therefore, I would like you to con- 


sider that there are three types of competition which prevail in 
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the dairy industry today. First, there is a local market for fluid 


milk and other products which require Class 1 designation under the 
existing Agricultural Code. Second, there is a nationwide market for 
highly concentrated dairy products such as butter and cheese. Prices 
for such products are necessarily determined at a national rather than 
a local level. Finally, there is a market for certain types of manu- 
factured dairy products that is generally local in nature but is in- 
fluenced by the possibility of expansion to a regional or evena 
national basis with little difficulty. Types of Marketing Orders 

In turning to a discussion of marketing orders, it is necessary to 
distinguish between two distinct types of orders. First, there are 
the orders which have been used to establish minimum prices for milk 
eligible for fluid use. The second type of order is that applied to 
other crops--primarily fruits, vegetables, and tree nuts. While the 
general objective of both types of orders is to influence prices 

(and so producer returns), the devices which are used to accomplish 
this objective differ substantially. The orders which prevail in 
fluid milk markets approach the problem directly by establishing mini- 
mum prices. The marketing orders which apply to other crops employ 

a wide variety of provisions to influence price-affecting variables. 
The most obvious of these, of course, are those programs designed to 
limit the total quantities of a crop marketed through certain outlets. 
Both types of orders, those for fluid milk and for other crops, can 

be operative in California at either the state or the federal level. 
Commodities regulated under Marketing Orders As you know, California 
has operated under a fluid milk price control law since 1935--with 

the passage of the Young Act. While I will not at this time attempt 
to evaluate the success of this program in its various phases, I 

Haute like to point out that the principle reason it has been able 


to operate for the past 25 years stems directly from the previously 
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mentioned local nature of the market for this product. Virtually all 
milk consumed as fluid milk or fluid cream in this state is produced 
within the jurisdiction of the Bureau of Milk Stabilization--namely, 
within the boundaries of the State of California. It is, therefore, 
possible for this agency to regulate the total supply of milk for 
these purposes. Up until late in 1958, the State of Connecticut oper- 
ated under state milk price control. At the time the Connecticut 

law was passed (1941), this state was also self-sufficient with re- 
spect to fluid milk supplies. With population expansion and the ac- 
companying development of dairy farms into residential areas, it 
became necessary for the Connecticut milkshed to expand beyond the 
state's geographic limits. Milk entering the state was legally un- 
regulated and consequently constituted a serious threat to the 
stability of Connecticut's milk price structure. As a result, a 
petition was made and granted for a federal milk marketing order for 
that area. The point of this reference is clear--effective milk price 
regulation requires control over the total supply. It may also be of 
interest to make a brief review of the types of marketing order pro- 
grams aside from the Milk Control Act which have operated in recent 
years at the state level in California. According to the latest in- 
formation I have been able to obtain, there are 33 marketing orders 
currently in effect in this state. These make use of one or more of 


the following types of provisions: quantity regulation; grade and/or 


size regulation; mandatory inspection or certification; pack and/or 


container regulation; sales promotion and advertising; production, 
processing, and/or marketing research; and unfair trade practices. 
Many orders include more than one provision, but at the time this 
was written it was my understanding that none used all of the 
available information. Mr. Kuhrt informs me this morning that the 


peach program does use all of these programs, and I stand corrected 
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on that fact. However, each order is presumably custom designed for 


the specific problems faced by the industry in question. This would 
indicate that the type of commodity, the conditions under which it is 
produced, and the degree of competition from other processing areas 
and from other crops, and the conditions of marketing influence the 
kind of program which can be effective. At some time, and this list 
is not all-inclusive, marketing orders have been applied to the 
following crops: early apples for fresh market; asparagus, both 
fresh and for processing; cantaloupes; grapefruit; peaches (both for 
fresh market and for processing--the best known of which is probably 
the cling-peach program); pears (here there have been several dif- 
ferent programs but most varieties of pears grown in California have 


been covered in one way or another); potatoes, of the Delta White 


and Long White variety; prunes; and lemons. Criteria for Success in 


Marketing Order Programs What, if any, conditions and/or criteria 


are significant in determing whether or not a marketing order is a 
suitable tool to handle the problems of a given industry? I do not 
profess to be an expert on this matter so here I draw on the know- 
ledge and experience of others. From what I gather from their state- 
ments, there are certain criteria for judging the suitability of 
products for marketing agreement programs. These include the follow- 
ing: (1) The nature of the demand for the product must be such that 
such a program can be operated. (2) The participants must recognize 
the need for such a program, and they must believe in it. (3) The 
production should be rather concentrated so that major differences 
that may lead to inequities among participants do not arise from 
differences in production and marketing conditions. (lh) The ad- 
ministrative commission or committee that supervises the program 

must have a thorough understanding of the marketing of the commodity 
and, in particular, what such a program can and cannot be expected 
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to achieve. Others have put the same criteria more cogently by say- 
ing that it must be economically sound, it must be administratively 
possible, and politically feasible. Marketing Orders for Manufactur- 
ing Grade Milk With this background, let us hypothesize about the 
applicability of marketing orders to manufactured dairy products. 
Here, let us consider both the possibility of a minimum price order, 
similar to that in effect for Grade A milk and, in addition, the type 
of order presently used for fruits, vegetables and tree nuts--where 
the control devices operate on factors that determine price, rather 
than directly on price. Any such milk marketing order must take 

into consideration that manufacturing grade milk in California 
accounts for but a small part of the state's total supply of dairy 
products. Furthermore, unlike fluid milk, locally produced products 
have relatively little protection either through transportation costs 
or trade barrier-type restrictions. In addition, while it may be 
true that certain dairy products are attractive to manufacturers 

(due to higher average net margins than butter and powder, for ex- 
ample) these same manufacturers have the alternative of bringing in 
"ingredients" in concentrated form from other areas not subject to 
price control. Examples of these include plastic cream and sweet 
cream butter for ice cream mix and dried nonfat powder for ice cream 
mix and for cottage cheese. This fact alone places severe limita- 
tions on the opportunity for a price control law--limited to California 
production--successfully to influence prices. Of the various types 
of permissive provisions of the second type of marketing order, what 
kind of program could be suggested? In the first place, several of 
the seven provisions previously listed would have little, if any ap- 


plicability to the problem of diminishing manufacturing milk supplies 


resulting from low prices. For example, legislation covering “unfair 


trade practices" is already available. Ina similar fashion, sales 
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promotion, advertising, and research are provided within the frame- 
work of the activities of the California Dairy Industry Advisory 
Board. On the other hand, such provisions as mandatory inspection 

and certification, and pack and/or container regulation--at least in 
addition to those already effective--would not appear to be devices 
likely to increase either prices received for dairy products or the 
prices paid farmers for raw milk. We have, therefore, eliminated all 
but the first two types of provisions, namely, quantity regulation 

and grade and/or size regulation. As far as their economic effects 
are concerned, these remaining two types of provisions are quite 
similar. As the name implies, quantity regulation involves the est- 
ablishment of a limit on the total amount of a crop or product market- 
ed. Under grade and size regulation, certain parts of the crop-- 
nominally, the “lower" grades--are restricted from markets. In either 
event, a certain part of the crop or product that is produced (or 
otherwise would be produced) does not find its way into certain market 
channels. The rationale underlying these provisions is quite obvious 
--namely, by manipulating supply, it may be possible to increase 
prices. Suppose that under either of these provisions a program was 
undertaken to limit the quantities of dairy products manufactured in 
California. It seems to me that the immediate and inescapable result 
of such a program would be to open up California markets to alterna- 
tive sources of manufactured dairy products. Manufacturing plants 

in California would be restricted, by some means, in the amounts they 
could produce. At the same time, with California products competing 
on the grocer'ts shelves with “imports” from other states, it is un- 
likely that the California product would command substantial premiums. 


It is extremely improbable, therefore, that such a marketing order 


program administered on a state level, could work. In fact, I would 


go so far as to say it would be impossible and could only serve to 
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drive the remaining part of the manufactured dairy products industry 


out of the state. In conclusion, I would like to sum up my comments 
by saying that marketing orders have been successful over a period of 
many years for certain types of cammodities. These include milk used 
for fluid purposes and certain specialty crops. The fluid milk pro- 
grams owe their success to the local nature of the market and the 
geographic limitations that have existed on the supply areas. This 
has made it possible for the regulatory agencies to maintain control 
over the total supply--both actual and potential. The marketing 

order programs on specialty crops, where successful, have largely 
covered commodities produced in rather limited areas. In my opinion, 
the type of competition that exists in the manufactured dairy pro- 
ducts industry precludes the application of marketing orders at the 
state level in California. This conclusion is based primarily on the 
fact that a substantial part of the total supply--and potential alter- 
native supply--would not be under regulation. Mr. Chairman, that con- 
cludes my formal remarks. 

CHAIRMAN BELOTTI: Thank you very much, Dr. Clarke. Any questions? 

SENATOR COBEY: Dr. Clarke, how much of the milk being produced 
in the United States today is produced under Federal--and this is ap- 
parently percentages in proportion--produced under Federal marketing 
orders, produced under State milk price laws, and is produced with- 
out control. 

DR. CLARKE: Senator Cobey, 1 will give you the facts that I 
know, and in some parts I will have to guess. I believe that there 
are now currently in effect somewhere in the neighborhood of 77 
federal milk marketing orders. In addition to this, I believe there 
are 18 states which have some type of state milk control. Now, with 
respect to the quantities which are involved under each of these types 


of programs, I would have to make a guess here, as the latest 
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information I have will go back to about 1954, and I believe that at 
that time the statement was made that over 50% of the total milk 
supply which was eligible for fluid use came under federal milk 
marketing orders. 


SENATOR COBEY: Over 50%. 
DR. CLARKE: Over 50%. I believe that is the figure. Now in ad- 


dition to this, you would have to add the milk that ‘comes under state 
control. And furthermore, when you added ‘tit did not come under con- 
trol', I assume you meant did not come under some type of governmental 
control. There is a situation which exists, I am sure you realize, 
where we have non-governmental control through the operation of highly 
effective bargaining agencies. 


SENATOR COBEY: Yes, I appreciate that. 

DR. CLARKE: Furthermore I would like to add that any real attempt 
to estimate the total supply of milk which comes under control would 
have to take into consideration the fact that the control programs in 
effect in one provision might well have a very strong influence on the 


an 
prices in/adjacent area, even though technically it might not be under 


any type of control mentioned. 

SENATOR COBEY: Does your federal marketing order cover only 
Grade A milk? 

DR. CLARKE: I think this is one of the big distinctions. To 
the best of my knowledge in the operation of federal milk marketing 
orders, all of the milk which comes under the pools, the common name 


referred to the milk produced under the order, is eligible for fluid 


use, and so from this standpoint it would be comparable to our Grade 


A milk in California. 
SENATOR COBEY: There is no Grade A and Grade B breakdown. 


DR. CLARKE: There is no Grade A, Grade B breakdown within those 
pools, although they do employ the same type of a classified price 
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system used here in California, namely, where surplus milk that is in 
excess of bottle requirements, and goes into manufacturing uses, is 
priced at a different level, usually compatible with the manufacturing 


price level. 


SENATOR COBEY: Well, did I understand you correctly, do the 


federal orders attempt to price what I loosely call Grade B usage? 


DR. CLARKE: To the best of my knowledge, I know of only one ap- 
plication of federal orders or of state orders directly to manufactur- 
ing milk prices. And this was in the operation of federal milk market- 
ing order covering the evaporated milk industry, in effect, I believe, 
from 1933 to 1947. There was such an order in effect which set both 
prices to be paid by condenseries to farmers, and also establish mini- 
mum prices for the final product. 

SENATOR COBEY: What proportion of the milk production was covered 
by the 18 states, would you say? 

DR. CLARKE: I don't even have a basis for guessing. There has 
been a substantial change, as you probably know, in the states which 
have control. A few years ago the State of Oregon was controlled and 
that has gone out. In recent years milk control has been added in 
the State of Louisiana and some other southern states, and so forth. 

I wouldn't have any basis for really guessing. 

SENATOR COBEY: It is a changing picture? 

DR. CLARKE: It's a constantly changing picture. 

SENATOR COBEY: Now, Mr. Chairman, I was wondering whether it 
would be possible to have prepared for the use of the committees, at 
some future date, a map of the United States showing the federal 
marketing orders in effect, showing where there is state milk price 
control, and showing the percentage of production that comes within 
each category, so far as fluid milk is concerned. 


DR. CLARKE: Such a map is prepared by the Agricultural Marketing 
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Service of the United States Department of Agriculture, and it is 
usually brought up to date year by year, and appears in a regular 
publication put out by them called "The Dairy Situation Report”. I 
have a copy of such a map which was effective as of 195) which is 
included in a report which I prepared for the Joint Interim Committee 
as of that session. 

CHAIRMAN BELOTTI: We could request, then, a sufficient number of 
copies to make available to members of these committees. 

DR. CLARKE: I think that would be possible. 

SENATOR COBEY: Does that show the percentage of production? 

DR. CLARKE: There usually is a statement in the same issue of 
the Dairy Situation Report, which indicates the change in the numbers 
of federal marketing orders in effect, the status of the state milk 
marketing orders, and, at least the copies with which I have been 
familiar have usually attempted to give someestimate of the figure 
that you request. 

SENATOR COBEY: Now, as I understand it, Dr. Clarke, if you're a 
producer under a federal order, then all of your milk goes into that 
pool. Is that right? And it's disposed of under that, or am I wrong? 

DR. CLARKE: Under a federal order the milk handler is regulated, 
and a pool becomes designated as a pool plant. As a pool plant it 
must account for all of the milk it receives from a producer. This is 

a rather indirect answer to your question, but assuming that each 
producer ships all of his milk to a specific plant and this is a 
pool plant, then he would participate within the pool for all of the 
milk that he produced. 

SENATOR COBEY: What does he get then? His proportionate share 


of the pool blend returns? 


DR. CLARKE: He would get his proportionate share of the pool 


blend return, and this would depend on the type of a pool in existence 
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in that milk marketing order. The federal order provisions do pro- 
vide for two types of provisions. First, a market-wide pool in 
which all producers receive the same percentage of utilization, but 


they also make provision for an individual handler pool, whereby the 


pool base is narrowed to just that milk which is received by a parti- 


cular farm. 


SENATOR COBEY: I see. Now has there been any study made that is 
current that shows, number one, the relationship between consumer 
and producer prices, throughout the United States--I'm talking about 
milk prices where there are federal marketing orders in effect-- 
where there are state laws and control, and where there is no govern- 
mental control. 

DR. CLARKE: Again the Agricultural Marketing Service issues a 
regular report called "The Fluid Milk and Cream Report". And in this 
they report for over 100 cities the prices paid farmers for milk, the 
average butterfat content of milk, the butterfat differential, quote 
typical prices charged to customers both at stores and at retail 
home delivery. Now I know of no recent study which summarizes this. 
From time to time at the University we do gather together this in- 
formation to see what changes have occurred. I believe, and I can 
check very shortly with someone in this room, I believe we have such 


information as of January 1, 1960. 


SENATOR COBEY: Are these figures comparable or are they oranges 
and apples? 

DR. CLARKE: For the most part they are comparable. They give 
the Class 1 price, which is the price which distributors must pay for 
milk for bottle purposes, and they report the prices paid by con- 


sumers for fluid milk. 


SENATOR COBEY: Has there been any economic study made of the com- 


parative economic well-being of the producers operating under these 
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various systems of governmental control and no control? 


DR. CLARKE: Some years ago Professor Leland Spencer of Cornell 


University made a study, part of which attempted to get at the question, 
by just how much has the operation of milk market orders in the north- 
eastern markets influenced the average level of return to farmers 
over and above what prices would have been if no control had been in 
effect. Now this was some years ago, and I think he concluded from 
this that there had been some slight positive price increase. Of 
course you realize that some of the difficulties involved in here be- 
cause it's not hard to tell what has happened, but it's awfully hard 
to tell-- 

SENATOR COBEY: Why it happened? 

DR. CLARKE: Well, not why it happened, but it's awfully hard to 
tell what would have happened if-- 

SENATOR COBEY: What I'm wondering about, frankly, is whether 
you, or any economists, have ever made a comparative study. When I 
said economic well-being, economic well-being under these various 
systems. Frankly I was thinking in terms of the net income, I mean 
of the income tax position, the net profits position of these pro- 
ducers, outside of the fact that the industry is going up or down and 
the members participating, which is some indication of whether or not 
the people in it are getting a return that justifies their staying in 
the industry. Has there been any study made to see, for example, how 
a Wisconsin dairyman does in comparison with a California dairyman? 

DR. CLARKE: There is none that I know of, exactly from that 
angle. 

SENATOR COBEY: Because it would seem to me that from the fact 
that you do have these, broadly speaking, different systems that 
prevail, one of the things that concerns us as a legislative committee, 


is whether or not we are going to continue the present state milk 
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pricing system in California, whether or not we would recommend a 
substitution of a federal marketing order, or whether or not we would 
do simply what Oregon did, repeal the state law and allow at least a 
governmentally uncontrolled situation. 

SENATOR MURDY: Dr. Clarke, you said there are 77 milk marketing 
orders on the federal level and 18 on the state, did you not? 

DR. CLARKE: As best I can recall those figures. 

SENATOR MURDY: Are they working pretty satisfactorily? 


DR. CLARKE: It's very hard to answer that, Senator. All I can 


do is point out things which may or may not be indicative. There 
has been a rapid increase in the last few years in the number of 
federal order programs in operation. This is in spite of the fact 
that there has been at the same time several consolidations of 
federal marketing areas. 

SENATOR MURDY: How many have been abandoned? 

DR. CLARKE: I know of only one case where a federal milk market- 
ing order has been abandoned, and that was in Washington, D.C., right 
after the end of World War Il. 

SENATOR MURDY: Wouldn't that indicate then that they have been 
working pretty satisfactorily? It only takes what, less than a major- 
ity to abandon one, doesn't it? 

DR. CLARKE: Well, it's rather interesting. They can be aban- 
doned I think even easier than that. Any time that a change in the 
order is recommended the order must go out for referendum and it must 
be approved by 65% of the producers. And if that specific order is 
not approved, then the order is terminated. 

SENATOR MURDY: Well, it would indicate to me that if there has 
only been one abandoned out of 95, then it has been working pretty 
well. In your conclusion you say you don't think that the marketing 
order works in California. Is California conditions much worse than 
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somewhere else? 

DR. CLARKE: I wouldn't want to be in the position of Saying that 
all producers in federal markets are happy at all times, and I don't 
want to be interpreted as saying that is my conclusion the fluid milk 
marketing order in California has not been successful. 

SENATOR MURDY: We don't have a marketing order, do we? 

DR. CLARKE: For fluid milk, you do. 

SENATOR MURDY: This is the Young Act that we have been talking 
about primarily, however, isn't it? 

DR. CLARKE: The Young Act and the Desmond Act. 

SENATOR MURDY: Which isn't exactly a marketing order. 

DR. CLARKE: Well, it's a type of marketing order. 

SENATOR MURDY: It's a type of control. 

DR. CLARKE: It was a type of marketing order. It is an order 
which establishes minimum prices for milk at various levels of the 
marketing systems. 

SENATOR MURDY: But I don't know that I've got your answer to 
the question of why you say that they couldn't work satisfactorily in 


California if they were working somewhere else. 


DR. CLARKE: I said that I didn't think that a marketing order 
program could work for manufacturing grade milk in California, be- 
cause California only produces a small part of the total supply of 
manufactured dairy products, and state-controlled program could be 
operative only on local production. 

SENATOR MURDY: In other words, it would have to be a federal 
order if we had it. 

DR. CLARKE: A federal order program would have the effect of 
removing that part of my argument because a federal program could 
control all of the domestically-produced supply from all over the 
United States. 
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SENATOR COBEY: Dr. Clarke, your federal marketing orders cover 





only producer prices; they do not cover distributor prices? 































DR. CLARKE: That is correct. 

SENATOR COBEY: Or resale prices? 

DR. CLARKE: That is correct. 

ASSEMBLYMAN BRITSCHGI: Doctor, on page six, about the middle of 
the page there, you refer to the types of classes, and the economic 
effects, and so forth, and you are discussing grades. I'm very inter- 
ested in that particular situation because in my years in the milk 
business--this is purely my own opinion--I have seen the grade of milk 
lowered rather than stepped up in the State of California. I want to 
know from you if you have had any experience in your research work as 
to whether that is true in all marketing orders in the United States, 
in all the various areas where we have a tendency to lower the grades 
rather than to set them up higher. I can see the worst thing that 
ever happened was homogenized milk in the State of California--in 
my own opinion. But I think we lowered a tremendous amount the good 
that's in milk when we brought in homogenized milk. Probably from a 
consumption standpoint maybe that might not be true, but I think that 
we have a tendency of hiding a lot of things in homogenized milk that 
we don't do in pasteurized milk. I will set a bottle of pasteurized 
milk against anybody's bottle of pasteurized milk any day of the week 
and I can make a better bottle of milk than various other companies, 
and that was the only thing that we had a chance to go on to stay 
alive. That in bringing in homogenized milk we were actually dead 
from that standpoint on. So we only put out right now 3.5% milk. 
Originally we used to put out a h% milk but you don't do that any- 
more. And the effect of all these marketing orders have an effect 


on this good bottle of milk that we knew years ago and we don't have 






anymore. And I wonder if you have followed that, or have you found 
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that to be true in other areas in your research? 

DR. CLARKE: I would like to qualify one point, first, that I'm 
an economist and not a dairy chemist, and therefore I am not qualified 
to make any statements with respect to what is a good grade of milk 
or what is a low grade of milk. With respect, however, to the trend 
in California for a decreasing butterfat content of milk, I think 
there has been a general tendency for the average test of milk to 
decline throughout the country. 

ASSEMBLYMAN BRITSCHGI: That is true. 

DR. CLARKE: There would seem to be such a trend. In many states, 
for example, they sell substantial quantities of milk with about a 
2 or 24% butterfat content. 

CHAIRMAN BELOTTI: Doctor, you're familiar with the bottle of 
milk that you can buy up on the north coast of this State where the 
minimum butterfat content is )%, are you not? 

DR. CLARKE: That's true. 

SENATOR WILLIAMS: That's a good way to get a plug in. 

CHAIRMAN BELOTTI: As an economist, Doctor, in your opinion, 
would a federal marketing order in this State conceivably mean an 
increase in the price that the manufacturing milk, or the Grade B 
producer, would receive for his milk? 

DR. CLARKE: Now let me make sure I understand your question. 
Would a federal milk marketing order in this State, in my opinion 
have the effect of increasing the price received-- 

CHAIRMAN BELOTTI: --The net returns to the Grade B dairyman, or 


the manufacturing milk producer? 


DR. CLARKE: Several factors are involved. Actually, I would 


doubt very much if it would have any effect whatsoever. A federal 


milk marketing in California would have little effect on the welfare 


and on the prices for milk paid for manufacturing grade. Again 
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because, go back to the fact, these manufactured dairy products are 

priced on a national level rather than on a local level. These factors 

would have to be considered by the federal order program administrator. 
CHAIRMAN BELOTTI: Thank you very much for taking the time to 


come before the committee, Doctor. Are there any further questions? 


SENATOR COBEY: Dr. Clarke, you pointed out that the trend has 


been for a rather substantial increase at least in the number of these 
federal milk marketing orders. What has been the trend with respect 
to the state pricing? I'm referring to the amount of milk covered 

by it. Has that been going up or down with some states dropping out? 

DR. CLARKE: Well, here again, with the various states dropping 
out, I don't know what has happened in terms of the total amount of 
milk. For awhile there seemed to be quite a high degree of stability 
in the number of states having milk control. Then Oregon dropped 
their milk price control. The State of Connecticut dropped the milk 
price control for the reasons that I mentioned and substituted a 
federal milk price control. There seems to be some slight downward 
trend. I think we went from about 18 perhaps to 16 states which con- 
trol milk prices. In more recent years, however, there have been 
some of the southern states that have come in, so now we'tre back up 
to about the level of 18. 

SENATOR COBEY: Now if we were to decide to change our control 
system here, the first thing we would do, I presume, would be repeal 
the Young and Desmond Acts. Then that would place the milk industry 
in the situation of whether, insofar as the producers are concerned, 
they could either adopt the federal marketing order or proceed with- 
out any further governmental control. 

DR. CLARKE: Well, this would require someone who is much more 
in the area of political science than I am to answer the operational 


aspects. All I can tell you is what happened in Connecticut, which I 
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refer to because I think it is a good example and also it is my home 
state and I have been interested and followed that. In that case 
they actually did not drop the state law. As a matter of fact, I think 
the state law is still on the books. 

SENATOR COBEY: But it's not being enforced. 

DR. CLARKE: It is not being enforced, that's right. 

SENATOR COBEY: I see. | 

SENATOR O'SULLIVAN: Dr. Clarke, are you familiar with any un- 


fair trade practices known as split-the-pie or Pacific Tel and Tel? 


DR. CLARKE: Anyone who has any contact with the dairy industry 


hears rumors of what so-and-so did to somebody else. The persistency 
of these rumors would seem to substantiate the fact that sometimes 
these things do happen. But I know of no direct evidence. 

SENATOR O'SULLIVAN: Well, assuming that in the purchase and sale 
of milk there exists a practice known as split-the-pie, whereby 
through agreement, oral, informal, far more than otherwise, processors 
divide a market. Or assuming that there is a practice whereby before 
a price is fixed, either cut or raised, there is a telephone conversa- 
tion between processors. Assuming that these practices take place in 
the industry, would the application of the first type of order, which 
provides that, as is provided in this bill, “minimum prices are used 
herein shall mean prices below which manufacturing milk shall not be 
purchased by processors or producers." Assuming that a statute of 
that nature is enacted, would the provisions for injunction and fine, 
as applied and enforced, assuming that that type of order is placed 
in the statutes, do you have an opinion as to whether or not that 
would prevent these practices? 

DR. CLARKE: I think it would. I would like to distinguish 
between these two practices that you have mentioned. It would cer- 


tainly eliminate the practice that you call Pacific Tel and Tel, 
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since there would be no basis upon which prices could be determined 
and agreed on, or no basis for collusion. Let's go back. Let's 
assume that the minimum prices are the actual prices. There is al- 
ways the possibility that the prices that are paid in a market will 
exceed those of minimum prices. But let's assume that the minimum 
prices are the actual prices in effect. Then there would be no pos- 
sibility, of course, for Firm A to call Firm B on the phone and say 
"Let's drop the price tomorrow,” because they would both be in viola- 
tion of the new law, the proposed law. Now, with respect to what you 
have referred to as split-the-pie; one implication this has as far as 
I'm concerned is that two plants located within a given geographic 
area might decide that one would pick up his milk from producers on 
the left-hand side of this boundary and the other from the right- 
hand side of this boundary. Now, there are certain interesting im- 
plications of this. In theory this provides the higher degree of 
monopoly power in each of the plants, since the producers living on 
the left-hand side of the road no longer can choose between Firm A 
and Firm B but must deliver to Firm A. There is this implication. 


However, one of the important marketing costs involved in the hand- 


ling and receiving of milk, in processing and marketing the dairy 


products is involved in the assembly of milk. And as you know there 
is quite a bit of duplication in assembly routes as there is in 
delivery routes, and we see milk assembly trucks driving down the 
same street and picking up milk from Farmer Jones and by-passing 
Farmer Smith, and going on down, and then another truck coming down 

a few minutes later and picking up that milk. Now with increased 
labor costs, increases in gasoline and tire costs, and all of those 
associated with transportation, this duplication, the expense of 

this duplication, becomes an important part of marketing costs, and 
SO by splitting the pie, while there are monopoly elements or aspects 
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possible in here, there is also quite a possibility of improving the 
efficiency and lowering costs of milk distribution. And therefore, 
making it possible, at least, for farmers to get more money for their 
milk. Before you criticize this kind of a practice I think you would 
have to go in and get more definite facts as to just what the compe- 
titive situation was in the market and just what type of cost savings 
could accrue and who would be likely to benefit from such efficiency 
that might be realized from such a system, 

SENATOR O'SULLIVAN: Would not the minimum pricing prevent the 
use of the practice of split-the-pie for the purpose of regulating 


prices? 


DR. CLARKE: Not necessarily. I haven't seen anything in this 


bill which would suggest that distributors couldn't decide to trade 


or shift off producers among each other. 

SENATOR O'SULLIVAN: They couldn't do it for the purposes of 
cutting prices? 

DR. CLARKE: They couldn't do it for the purposes of cutting 
prices. 

SENATOR O'SULLIVAN: So that insofar as the statute is concerned 
it would prevent that. 

DR. CLARKE: That's correct. 

SENATOR O'SULLIVAN: So that we can assume that with a statute 
of this nature in the Class 1 marketing area, the three classifica- 
tions of marketing orders would be effective to prevent this. 

DR. CLARKE: It would be effective in preventing whatever kind 
of monopoly exXploitation there might be in the milk producing industry. 

SENATOR COBEY: Just one further question. Dr. Clarke, have 
you made a study, or are you familiar with any study made of the 
Oregon situation since they abandoned state price control? What's 


happened to their producers? 
abn 





DR. CLARKE: I followed that for a while, Senator Cobey, but I 


haven't recently, and it's been so long ago that I would hate to draw 
any conclusions from that. 

‘SENATOR COBEY: I see. You don't know of any study currently be- 
ing made? 

DR. CLARKE: I do not, no. 

SENATOR COBEY: Do you think that such a study would be at all 
informative to those of us who are trying to see what we can do? 

DR. CLARKE: I think it would be of very great interest. 

CHAIRMAN BELOTTI: Senator, I think that we have compiled quite 
a bit of information that we already have available. 

SENATOR COBEY: I see. Where did you get it? I think it would 
be rather interesting to see the Giannini Foundation do that. 

CHAIRMAN BELOTTI: Thank you very much, Dr. Clarke. Now I was 
hoping we could conclude this hearing before lunch, but it doesn't 
appear that we are going to, because the hour of twelve has arrived. 
May I ask, Mr. Beckus, how much time do you think it will take for 
your testimony? 

MR. BECKUS: It will be difficult to estimate. I anticipate now 
that we will have just one witness, and make our other anticipated 
witnesses just available for questioning. Perhaps a half hour. 

CHAIRMAN BELOTTI: A half hour, well, under the circumstances I 
think we'd better recess for lunch and be back here at 1:30. 

RECESS 

CHAIRMAN BELOTTI: The meeting will please come to order. Mr. 
Scaramella, we will call on you at this time for the Danish Creamery 
Association, please. 

MR. SCARAMELLA: Mr. Chairman and members of the Committee, my 
name is Eugene L. Scaramella, Manager of the Danish Creamery in Fresno, 
and the statement I am making here today is on behalf of the Challenge 
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Cream and Butter Association, of which I am director, and also chairman 





of their legislative committee. On behalf of approximately 21,000 







dairymen who are marketing their production cooperatively utilizing 






distribution facilities owned and operated by them we are entering 


the following statement in opposition to S.B. 1167. We are in 






sympathy with the objectives of the bill which is being sponsored as 






a means of improving market returns for manufacturing milk dairymen. 


We are also in sympathy with any program of quality improvement for 










dairy products. However, we believe the program as set forth in the 







proposed legislation will not achieve the objectives claimed for it. 


The California dairymen have over the years been provided with a 










location advantage by supplying the market in this State. This ad- 






vantage is based on freight to market from supply points and has 


resulted in payments of 1h¢ to 2¢ (this is the average price paid by 






condensories) above that yielded at the point of production. Pro- 






ducts made from manufacturing milk are for the most part concentrated 


and are commodities entering generally into interstate trade and af- 










fected directly or indirectly by prices on the World market. This 






problem has been attacked at a national level by various means. For 





the past year the production and consumption of these commodities is 





We are facing tough competi- 





closer than any time in this decade. 







tion from imitation dairy products. A legislative approach to pric- 







ing of these commodities at a state level we feel will cause local 





dairymen to lose more of their market to out of state and foreign 





producers. The program as outlined in S.B. 1167 in our opinion will 






be extremely difficult to administer and make merchandising and sell- 





ing in competition with imitation dairy products more difficult. 





SENATOR COBEY: Mr. Scaramella, you say that S.B. 1167 won't 











achieve its objectives. Number one, to try to place the returns to 






the Grade B dairymen at above his cost of production; and number 


«S2e 





two, to try to eliminate his most recent problem, which is being 
under-cut by the competition of this over-contract Grade A milk. 
Let's assume for the purpose of argument that S.B. 1167 won't achieve 
these objectives. How can we achieve them otherwise? 

MR. SCARAMELLA: I believe there is only one way that we can get 
more money for our dairymen. One, the dairyman has under control 
himself, and those are production efficiencies. 

SENATOR COBEY: Pardon me for interrupting. What do you mean by 
production deficiencies? 

MR. SCARAMELLA: Efficiencies. 

SENATOR COBEY: Oh, efficiencies. I see. All right. In other 
words, lower his own cost of production. 

MR. SCARAMELLA: By increasing production, better feeding, 
breeding--but all this is being done. But I think it's being done more 


rapidly by the Grade A people than it is being done by the manufactur- 


ing people. Incidentally, I would rather not use the word "Grade B". 


Because that suggests something inferior. To me, dairy products 
made from manufacturing milk are good dairy products. 

SENATOR COBEY: Well, outside of this suggestion that he make 
himself more efficient, and reduce his cost of production, and there- 
by bring his cost of production below his present return, that would 
be the only suggestion you would have? 

MR. SCARAMELLA: Well, no, I believe it is possible to continue 
to improve the quality of our product, and perhaps there are still 
some economies that can be developed in collecting our milk and pro- 
cessing our milk and distributing our milk, because I think even our 
manufacturing milk people in this State, by comparison to out-of- 
State, are larger production units. 

SENATOR COBEY: Well what about, what can you do specifically 
on this question of being under-cut by this over-contract Grade A 
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production? 

MR. SCARAMELLA: That I am not ina position to say. But I 
would say this, that I believe that the manufacturing milk dairymen 
probably should retain the better share of the market in those pro- 
ducts which he has normally supplied the raw material for. And this 
would be our objective. 


SENATOR COBEY: And how would we realize it? 


MR. SCARAMELLA: Traditionally, the manufacturing milk producer 


in California has supplied the milk that is used for evaporated milk, 
the milk that is used for dry milk, and I think that if we are able 
to keep him represented in this market more that this will prove to 
his advantage. 

SENATOR COBEY: Well, but why have we been suffering this trem- 
endous loss, at least in the numbers of Grade B, or, pardon me, manu- 
facturing milk producers? 

MR. SCARAMELLA: Well, I'11 give myself as the best example. I 
grew up under a Jersey cow on the Mendocino Coast, and I'm just a 
little bit farther away from the cow now than I was 15-20 years ago. 
And it's very time consuming, it's very laborious, our unit was small. 
And while there are less dairymen, the number of cows in the State 
remain the same, the production for half the cows has increased, and 
the number of family units, I1 believe, for dairying like other forms 
of our California agriculture, is going toward larger units, and they 
can work for other people. They can still be handling cows and do 
better than they did if they had a small unit of their own. 

SENATOR COBEY: I am informed that I have 1,100 manufacturing 
milk dairies in Merced County, and about 330 market milk dairies. 
Now, what would you say I'm supposed to say to my manufacturing milk 
dairies in the present situation? 


MR. SCARAMELLA: We have somewhat the same situation in our own 
aSa 





association. We have more manufacturing producers than we have Grade 


A producers. Their aspiration is to some day qualify for a share of 


the Grade A market, and I believe that this is a laudable aspiration. 
I believe in the end the salvation of the manufacturing producer in 
California will be that as the population grows those that survive 
and that will be economically sized units, will have a share of that 
market, and I believe that this will develop that way. 

SENATOR COBEY: Well, I have been told that that is one of the 
reasons for the present situation in that the distributors and pro- 
cessors have been offering to these manufacturing milk producers very 
low percentage market milk contracts, and thereby have persuaded them 
to convert to market milk producers, but since they have such a low 
contract, this has added to the supply, or surplus, of this over- 
contract market milk. 

MR. SCARAMELLA: Well, I think now we are approaching an area 
that we could discuss quite a few times, and we are approaching the 
area where I think that the meat of the nut is. We have it in our own 
association. What do you do? You're not selling all of the Grade A 
now because the consumption isn't there. So what do you do, take it 
away from the guy that has it? And give it to the guy that hasn't? 
Or you try to share it. And I think this is the problem in our 
industry today. There are units who are healthy, there are units that 
are not so healthy. And I think if we approach this thing to cooper- 
ate and work it out, it is going to take a little time, but to me I 
can see no other way. I don't think a legislative approach to this 
thing would work. 

ASSEMBLYMAN BRITSCHGI: How many producers do you have sending 
to Danish? 

MR. SCARAMELLA: We have right now around 500. 
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ASSEMBLYMAN BRITSCHGI: About 500. All right, now out of that 
500, how many are, can we use the word "legitimate™ classified dairy- 
men? I mean people that spend their full time operating a dairy. 

MR. SCARAMELLA: Well, you are touching now on another very im- 
portant point. We have had to classify dairymen. We take, for a 
classification of a dairyman, the classification that is set up in the 
Code. That is, that any dairyman, in order to be a dairyman, has to 
have a milk house, and that starts with six cows. 

ASSEMBLYMAN BRITSCHGI: The reason I asked is, and I think this 
is one of the points, and we have heard figures bandied about here 
today about 8,000 dairies going out of existence, but as you say, the 
cow population has probably stayed the same. What we have lost, in 
my opinion, Gentlemen, is the fact that the man who is a carpenter in 
the city has six or eight cows at home and milks those cows, and 


eventually decides "oh, the heck with it, I'm not making enough at 


it," so he sells his cows and goes out of business. To this extent, 


I think probably it would be of interest to the committee to know 
what size of shippers do you have, anywhere from three or four cans 
on up. 

MR. SCARAMELLA: Anywhere from hO pounds to 10,000 pounds. 

ASSEMBLYMAN BRITSCHGI: That's right, and it's these little guys 
that are just not fooling around with it any more because it isn't 
worth while. 

MR. SCARAMELLA: Well, I would say that our attrition has been 
greater in the smaller ones. 

ASSEMBLYMAN BRITSCHGI: Yes, and I think that that's one of the 
things that the committee ought to know. Not to be really disturbed 
about this 8,000 figure, because the real legitimate dairyman I think 
is probably staying in business, other than when he gets to the 


point where he sells out for subdivisions or sometimes to go into 
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another field. But the real legitimate dairyman I think is still in 
business in California. 

SENATOR MONTGOMERY: I would like to contradict Mr. Britschgi on 
that. We are losing in Kings County six to eight dairies every month. 
And they milk as high as 50 or 60 cows, some of them. None of them 
have five and six cows. We don't have carpenters who have five or 
six cows. We are losing dairies, around six or eight every month. 
Going out of business! Can't make it! Can't get enough to even make 
expenses. 

ASSEMBLYMAN McCOLLISTER: Grade A, Senator? 

SENATOR MONTGOMERY: Grade A and Grade B. Mostly Grade B. 
ASSEMBLYMAN McCOLLISTER: Well, Mr. Chairman, wasn't it the 
witness's testimony that he didn't think a piece of legislation would 

keep them in business anyhow. 

CHAIRMAN BELOTTI: That‘s correct. 

MR. SCARAMELLA: That is right. 

SENATOR MONTGOMERY: I would like to ask the gentleman a question 
about the processors going out and offering Grade A contracts. May- 
be he produced 1,000 pounds of milk a day. But if he'll convert 
they'11 give him 50 pounds of Grade A, or hO pounds of Grade A. Then 


the fellow is talked into changing over to Grade A. Then you got this 


surplus here, and that's where the trouble is, taking up the Grade B 


market. I think if the processors stop the idea of offering these 
Grade A contracts, to these Grade B people for just a few pounds of 
Grade A, we wouldn't have so much trouble. Do you find your producers, 
if you offer a B man a Grade A contract and you only give him a few 
pounds of Grade A milk, and he says, “Well, you go into it, and I 

think maybe 1'11 try it, and 1'11 change over and go into debt 

$20,000 to build a Grade A barn," and so forth, hoping that he's go- 


ing to get more pounds next year? 
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MR. SCARAMELLA: Well, I think that this is brought about in the 
Valley for this reason. Number one, I think there are some fine dairy- 
men. We have a lot of fine dairymen who eventually hope to share the 
Grade A market. But the consumption is not increasing as fast as the 
desire to convert. And then the other factor, which is a fact that's 
always up for consideration here in the Valley. We are the standby 
milk supply for California. And the only way you can sell milk is to 
have it. And in our particular case, we sell more milk two or three 
days a week, and in order to share a greater percentage of that 
market we have to have it when the people in the metropolitan areas 
want it. Now 1 say this is bad, it's bad now. I say in the long run 
people are going to depend on us here as a source of supply for milk. 
We will have our economic place, and I think in the long run we'll be 
better off. The problem here in the Valley has come about because, if 
my memory serves me correctly, the amount of milk produced in the 
Valley now is approximately the same as it was 20 years ago. But our 
grade complexion has changed. We used to be 70-30 manufacturing, 
now wetre 70-30 Grade A. That's production. Saleswise it isn't that 
good. But I think in the Valley if we're going to have Grade A sales, 
we're going to have to have the production first. This is costly and 
this is creating problems, but I think in the long run if we work to 
solve that marketing and production problem that way rather than try- 
ing to badger one dairyman against another and one processor against 
another, this will create nothing but confusion. 

SENATOR MONTGOMERY: One other question. Now someone testified 


here this morning that this Class 2 milk, used for manufacturing 


milk, is paid $2.85 a hundred. Is that right? And Grade B is $3.10. 


How about that? 
MR. SCARAMELLA: This is probably true. 
SENATOR MONTGOMERY: Well then the processor is taking advantage 
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of the producer. 

MR. SCARAMELLA: Not at all. Not at all. 

SENATOR MONTGOMERY: Because he's using that excess milk to com- 
pete against the farmers producing market milk. 

MR. SCARAMELLA: Lots of time we only get a portion of the 


picture before us. But we find, again I'm talking strictly here in 


the Valley, the reserve facilities for processing the excess milk in 


California is largely here. And when the schools close in the metro- 
politan areas there is a sizable amount of milk that's not consumed. 
These supplies back up on our Valley plants. We are geared to a 
certain capacity. Our market is already saturated, so this milk comes 
into the market at the time when the demand is depressed and the 
market is at its lowest. In addition to that, the facilities are taxed, 
and you have overtime, and you hire people and with our present un- 
employment rates what they are $65 a week, if people don't work, you 
put people on for two or three months, and if they don't get a job 

you are paying them for six months after that. And this costs some- 
body money. 

SENATOR COBEY: Well, of course as I voiced here before, Mr. 
Scaramella, as a representative of two Valley counties, I understand 
historically, since we were the last into the field, we have been a 
standby milk production area of California--what we're concerned 
about is just because we started that way, why do we have to stay that 
way? Why can't this standby burden be spread over the State instead 
of being concentrated in the Valley? Why do we always have to be low 
man on the totem pole because we were the last one to get on the pole? 
That's what concerns us. 

MR. SCARAMELLA: I think that concerns us all. 

SENATOR O'SULLIVAN: Do you know of any unfair trade practices 
in the purchase or sale of Grade B milk? 
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MR. SCARAMELLA: I would say no. 

SENATOR O'SULLIVAN: Is it your testimony that there are none? 

MR. SCARAMELLA: I know of none. 

SENATOR O'SULLIVAN: You were here earlier this morning and heard 
reference made to a practice called split-the-pie? 

MR. SCARAMELLA: I heard Dave Clarke's definition of it later. 
And split-the-pie, as I see it, can accrue to the advantage of the 
dairymen. It's a very important economic consideration in the oper- 
ation of a plant; for example, in the collection of canned milk. 
This is one area that is under very, very serious strain, the col- 
lection of milk. We now have in one area three types of collection. 
As a matter of fact in some areas, four. Grade A in cans, Grade A in 
tanks, manufacturing in tanks, and manufacturing milk in cans. As 
one type of service goes in, the other goes down. And in the summer- 


time in California--and this is something that a lot of people don't 


realize--California's dairymen have been giving service twice a day 


for their milk in the summertime, which no other area does. So as 
we diminish our loads and go over the same mileage, this becomes a 
real cost, and collection costs in cans are almost double what they 
were ten years ago. So splitting the pie is an economic--a deroga- 
tory term, in some ways. There are implications as Dave said there, 
but I think of most concern to us is that it is a means for us to 
reduce our collection costs. 

SENATOR O'SULLIVAN: There actually is an oral or written under- 
standing between processors whereby they divide the producers which 
they service. Is that correct? 

MR. SCARAMELLA: Not to my knowledge, no. We're going this our- 
selves, where we have plants bordering on our own operation. We have 
not engaged in this. For instance, we have a fringe area. Let's say 
that it costs us 45¢ a hundred to haul from this fringe. We have ten 
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producers down there; 5¢ a hundred is out of the question to haul it 
































in, so the only thing you can do is discontinue service. 

SENATOR O'SULLIVAN: Do you make an agreement with some other 
processor? 

MR. SCARAMELLA. No. The only thing we would do, we would have 
to give up the service. If we couldn't service economically we would 
have to give it up. 

SENATOR O'SULLIVAN: Are there processors other than you who 
make agreements whereby they divide up territories? 

MR. SCARAMELLA: I know of none. 

SENATOR O'SULLIVAN: Do you know of a practice called Pacific Tel 
and Tel in regard to your rate or price making in this field? 

MR. SCARAMELLA: I don't know what you're referring to. 

SENATOR O'SULLIVAN: Do you know of any instances where pro- 
cessors have phoned one another and informed one another of contem- 
plated price changes prior to the lowering of the price of milk to the 
producer? 

MR. SCARAMELLA: I wouldn't want to say that I have. 

SENATOR O'SULLIVAN: You don't know of any instances of that, 
then? 

MR. SCARAMELLA: No. 

SENATOR O'SULLIVAN: Either among other producers or in your own 
organization? Thank you. 

CHAIRMAN BELOTTI: Thank you very much, Mr. Scaramella. The next 
witness will be Russ Richards, California Farm Bureau Federation. 

MR. RICHARDS: Mr. Chairman and Gentlemen, I am Russell Richards, 
California Farm Bureau Federation. When the California Farm Bureau 
Federation studied Senate Bill 1167 in 1959, our dairymen were 


actually puzzled as to whether or not a program for manufacturing 






milk, which fixed prices at the producer level, could materially help 
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the manufacturing milk dairymen in California when their product was 
competing in the United States and world markets. A restudy of this 
measure by our Manufacturing Milk Committee, in preparation for this 
hearing, still left the 1959 question unanswered; in fact, the inter- 
vening time seemed to make the answering of certain questions and 
broad evaluations more important than ever. The conclusions of our 
Manufacturing Milk Committee which we wish to pass on as our Farm 
Bureau thinking are as follows: 1. There are too many questions 
that cannot be answered in Senate Bill 1167 to say whether or not it 
is a good bill for manufacturing milk producers. Some of them are: 
A. Can the price for manufacturing milk be raised to a level where 
the dairymen will be able to pay for the program and still realize 
an income increase? This program is supported by the dairymen in- 
volved in it. B. Can the price be raised enough to help the manu- 
facturing dairymen and still not encourage the importation of pro- 
ducts from other states or countries? C. Would adjustments in 
producers! prices be reflected in consumers'* prices that could mean 
loss of markets? D. Would Senate Bill 1167 simply prolong a gener- 
ally poor economic situation? II. The program proposed in Senate 
Bill 1167 can only be evaluated in the light of the over-all manu- 
facturing dairying economy and the place of this group of producers 
in our changing California economy. In order to have the basis for 


a sound approach to any manufacturing milk program, we should have 


the opinions of experts on the place of the manufacturing milk dairy 


now, and in the future, in California in view of: A. Rising land 
values. B. The increasing costs of production - taxes, equipment, 
etc. C. The costs of producing manufactured products in other 

states and the ability to import dairy products at, or below, Cali- 
fornia prices. D. The surplus Grade "A" going into manufacturing 


channels. E. The general situation of United States and world 
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markets. Farm Bureau agrees with the Manufacturing Milk Committee 
that after a thorough study has been made and evaluated, then deter- 
mination could be made as to what programs might help the manufactur- 
ing dairymen. We feel that in our changing California economy and 
society, a realistic approach is called for in any attempt to assist 
any part of our agriculture. Thank you for your attention. 

SENATOR COBEY: Mr. Richards, you come from Stanislaus County, 

I come from Merced County. It is my understanding that most of the 
manufacturing milk producers are located, in California, in our two 
counties. Are they not? 

MR. RICHARDS: I think that's probably so. 

SENATOR COBEY: Now, Mr. Britschgi has indicated in his question- 
ing of the previous witness that much of this decline in the number of 
manufacturing dairymen has been part-time dairymen. Would you tell me 
if you know, referring strictly to Stanislaus and Merced Counties, 
has the decline there been actually of full-time manufacturing dairy- 
men rather than part-time? 

MR. RICHARDS: I think, Senator Cobey, that in the Counties of 
Stanislaus and Merced, the bulk losses, at least the numbers that I'm 
aware of, has probably been in people who are engaged in agriculture. 
I would like to put it that way, if I may. 

SENATOR COBEY: Oh, I see what you mean. 

MR. RICHARDS: I don't think they're engaged in industry, 
necessarily, but I think they have have crops; they are in agriculture 
but they also milk cows. I think that perhaps there have been some, 
but I wouldn't know of any great percentage who were perhaps engaged 
in working in town and perhaps keeping a small dairy. I just couldn't 


answer that part of it. But I know that there have been some losses 


by people who have tried to keep their manufacturing going along with 


orchards or whatever. They have gone out. 
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SENATOR COBEY: You think the loss is primarily then in what I'd 
call the diversified farmer operation. That he's just cut out his 


manufacturing milk dairy? I think both you and I are familiar with 


plenty of ranch operations that are exclusively manufacturing milk 


dairies. 

MR. RICHARDS: That's correct. 

SENATOR COBEY: Now haven'tt quite a few of those folded in the 
last few years? 

MR. RICHARDS: Yes, they have, Senator. 

SENATOR COBEY: Actually, haven't we lost cows, for example, to 
what I call the feed-lot dairies in metropolitan areas? 

MR. RICHARDS: I couldn't answer that one for sure, Senator. I 
think that we have several elements of change in our two counties. 
This matter of people going completely out of the dairy business, 
closing down their Grade B operations, there are those who perhaps 
for some reason have switched their operations, moved off their 
ranches to Grade A operations or converted right on the place, plus 
those who have their manufacturing milk cows as a sideline for their 


extra money. 


SENATOR COBEY: You wouldn't be in any position to give us figures 
on the proportion? 

MR. RICHARDS: I'm sorry, I wouldn't, Senator. I don't have the 
figures. 

SENATOR RATTIGAN: Mr. Richards, part two of your statement on 
page 2, you say that you should have the opinions of experts on the 
place of the manufacturing milk dairy now and in the future in 
California. Then you name five factors. Rising land values, and so 
on. Are you suggesting that these factors are likely to indicate 
continuing decline of manufacturing milk dairies? 

MR. RICHARDS: Yes, Sir, I am. 
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SENATOR RATTIGAN: And possibly, naturally and automatically 
the manufacturing milk dairy is on its way out. Is that what you'tre 
saying? 

MR. RICHARDS. Yes, Sir. 

SENATOR RATTIGAN: So that very likely if we wait we won't have 
to do anything. Is that it? 

MR. RICHARDS: I'm afraid it's getting to that, Senator, yes. 

SENATOR WILLIAMS: Mr. Richards, how long do you think this will 
be before dairymen will go out? I mean, is it next year, in five 
years? Care to voice an opinion? 

MR. RICHARDS: It would only be an opinion of one who is 
certainly not an expert, or one able to give a necessarily sound 


opinion, Senator Williams, but I've heard the figure ten years might 


do it. Talking to some of my friends, they say that's just about 


nine years too long. Others who may own their own land and who may 
have sound operations I am sure are going to be able to go on longer 
than that. But I would hazard a guess at the ten-year figure. 

We're not going to lose all of the Grade B dairymen, there's no two 
ways about that, but we are going to see them certainly substantially 
cut down in numbers in a ten-year period. 

SENATOR WILLIAMS: One other question then, Mr. Chairman. On 
page two of your statement, you list under "A", rising land values, 
and then under “B", increased cost of production, and then you list 
taxes, equipment, and so forth. Now the fact that those are A and 
Bon the list, do you put those up as the most important? Is that 
right? 

MR. RICHARDS: No, Sir. I wouldn't say that these have been 
listed in order of importance. Perhaps they were put A and B, 
Senator, because to the layman and the person who is not an econo- 


mist, and dealing in these things every day, as laymen, these are the 
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It just costs you more 





two things that hit you right in the eye. 






to produce every day you're in business. And the values of our 
California lands are changing in such a way that they're bound to 
have an effect. Those are the two most obvious things, I think, to 
a layman. 

SENATOR WILLIAMS: Whether you believe it or not, they probably 
should be at the top of the list. I still do, because I think this 
land value thing is rising to the point where it should be number 
one on the list. And of course added to that, I suppose, would be 
the taxes you'd have to pay on the rising value of the land. That's 
all I have at the moment. 

SENATOR COBEY: Mr. Richards, am I to understand from your testi- 
mony that the Farm Bureau believes at the present time that there's 
nothing that could be done about this, whet? we say, cut-throat com- 
petition between this excess Grade A milk that you referred to here, 
the surplus Grade A milk and the manufacturing milk in this State? 

MR. RICHARDS: I don't think we've said that, Senator. Unless 
you can show it to me somewhere, and I hope I haven't given that 
impression. 

SENATOR COBEY: No. you haven't said, frankly. You just said 
that you have your doubts about S.B. 1167, but that's where it stops. 
MR. RICHARDS: Well, I'm saying, Senator, that before we can 
say any governmental program is going to help the manufacturing dairy- 
men, by dealing with the prices he receives for his product, we have 

to see whether or not the advantages to him are going to be great 
enough to take care of these other factors from the outside that are 
going to affect him. Mainly his taxes and cost of production, and so 
forth. I say that when any of us have an idea of where taxes and 


cost of production are going, then we will be able to say, "Well, 







such and such a program is going to return to him, is going to help 


win 








him stay in business, or it's not." We've got to make that decision, 
I think, on some of these forces, outside forces, if you wish to call 
them that. 

SENATOR COBEY: Well, I don't argue with your analytical approach. 
My only question is this: Evidently manufacturing dairies are de- 
creasing in number that they're not in economically too good a 
position, and isn't the choice then that we have is, shall we do 
nothing, or shall we do something that may be a gamble as to whether 
or not it achieves the results intended. I'm asking you pretty much 
the same question that Senator Rattigan did. Is it your recommen- 
dation that the Legislature say, "Just stand by and let this process 
of liquidation continue." 

MR. RICHARDS: Well, Senator, if I may I'11 answer this for 
myself, if I may, Senator Cobey. I'm not sure that the Legislature 
can actually develop a program for the manufacturing milk dairymen 
that's going to help all of them right across the board. Now 
because of that, no matter what you do it has to be up to the 
determination of every Grade B dairyman, "Can I stay in business and 
if so, how long?" I think you weigh your receipts against your costs, 
and you've got to look the thing straight in the eye, whether or not 
you are going to be able to stay in business. 


ASSEMBLYMAN BRITSCHGI: May I make a comment right here. I 


was going to say this, if I might. You commented just a second ago, 


Russ, on the outside forces, and I can recall when we were operating 
Our ranch over in Manteca during the war, and some of you people will 
remember when we had the subsidies. When subsidies were going on we 
were paying $38 a ton for hay. The minute the subsidies were taken 
off, hay dropped down to $27 a ton. Now it is just as obvious as 


the dickens that if we can give the Grade B farmer 20¢ a pound more 
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for milk, that the outside forces are going to come along and take it 
away from him so fast he won't even know what hit him. And until we 
can control everything, if we're going to do this, we've got to con- 
trol it on an economic basis for his hay, his feed, and everything 
else, so he does get the money. Because you can raise the Grade B 
farmer up 30¢ or O¢ a pound and hets going to get it taken away 

from him just as sure as we're sitting here. I think you're abso- 
lutely right on your outside forces, and I just wanted to add the 
thought that the outside forces are the most compelling part of this 
whole program. 

MR. RICHARDS: I apologize to you, Senator Cobey. I know I 
haven't perhaps given you the yes or no answer on this thing. But 
we may pursue it just a little bit further. The way I think that our 
organization looks at the situation for the manufacturing milk dairy- 
man is this: That we have this deck kind of stacked against him at 
the present time. It's a matter of superb management on his part if 


he's to exist. I don't think it's a matter of laying out an economic 


program for him, a set pattern, because when you do that immediately 


you are in competition on the basis of that pattern. All that we can 
say is, you've got to manage your farm just the best you can, and as 
the evidence that you have had here, as our need for milk comes 
along, we hope that you'll be the ones that will be there to be able 
to -- (not understandable). 

ASSEMBLYMAN BRITSCHGI: Have six kids and do your own work. 

SENATOR COBEY: That's a good point. The suggestion has been 
made to me, Mr. Richards, that a possible alternative would be to 
require that the distributor or processor contract for his manufactur- 
ing milk supply as he contracts for his market milk supply. Do you 
have any reaction to that suggestion? 

MR. RICHARDS: Well, it would only be this, Senator Cobey. One 
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of the advantages that I see, if there are any, in being in the manu- 
facturing milk business today, that you can kind of come in and go out 
of it as you desire, not counting your expenditure to do so. I 
think if you got into the area where you contracted for all your 
manufacturing milk from manufacturing producers you would use your 
needs and those folks that didn't fit within that use pattern, I think 
then we might be meeting again to see what we can do for them. I 
think you'd have a repetition of a block set aside for these needs if 
you did it on a contract basis. I haven't given it a lot of thought, 
but that 's what comes to my mind, Senator. 

SENATOR COBEY: You yourself are a dairyman, aren't you? 

MR. RICHARDS: I live ona dairy. I1 no longer operate a dairy, 
Senator Cobey. 

SENATOR COBEY: It's a market milk dairy? 

MR. RICHARDS: It was, yes, Sir. 

SENATOR O'SULLIVAN: The same factors which you list on page 
two, rising land values, and so forth, are applicable to market milk 
production too, aren't they? 


MR. RICHARDS: Yes, Sir. 
SENATOR O'SULLIVAN: Are market milk producers going out of busi- 


ness at the same rate that manufacturing milk producers are? 


MR. RICHARDS: Well, no Sir, I don't believe they are, because 


their return generally is higher for their product than that received 


by the manufacturing milk producers. 
SENATOR O'SULLIVAN: And that portion of their product which 


goes into manufacturing uses, their return is less on that portion, 
isn't 1t? 

MR. RICHARDS: Than Class 1 you mean, Senator? 

SENATOR O'SULLIVAN: Yes. 


MR. RICHARDS: Yes. 





SENATOR O'SULLIVAN: And it's also less than the amount of money 
in some instances than a Grade B producer gets for his? 

MR. RICHARDS: I think that is the case in some instances, yes. 

SENATOR O'SULLIVAN: But the portion that goes into market milk 
he gets a higher price for it. Is that right? 

MR. RICHARDS: Yes, Sir. 

SENATOR O'SULLIVAN: That's what is keeping him in business, 
isn't it? 

MR. RICHARDS: Yes, Sir. 

SENATOR O'SULLIVAN: The reason he gets that higher price is 
because the price is fixed. Isn't that right? 

MR. RICHARDS: Well, of course, the price he receives for his 
Class 1 usage is a price established by the Department of Agriculture. 

SENATOR O'SULLIVAN: Well, the reason that the Grade A producer 
is in a better position is because of the legislation that has been 
enacted for his benefit. Isn't that true? 

MR. RICHARDS: Certainly, without going into great detail, the 
answer to that would be yes. He has a stable market, and he has 
benefited from it. 

SENATOR O'SULLIVAN: Do you know of any unfair trade practices 


that are taking place in the marketing of manufacturing milk? 


MR. RICHARDS: I'11 have to answer ‘not to that. I don't know 


of any, Sir. 
ASSEMBLYMAN McCOLLISTER: Mr. Richards, following Senator 


O'Sullivan, I object personally to letting it go simply as a piece 

of legislation. The reason that your Grade A, or market price, is 

higher, is not strictly and singularly only a piece of legislation. 

That producer has a greater investment, adheres to different sani- 

tary processes, and having complied with the requirements for sup- 

plying market milk, is entitled to a higher price. I simply want 
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you to nod your head or say ‘yes' for the record. There's a great 
deal more to it than just simply one piece of legislation. 

MR. RICHARDS: I'11 confirm it, Mr. McCollister, yes, Sir. 

CHAIRMAN BELOTTI: Russ, on the matter of production, you have 
heard the testimony here that, notwithstanding the number of dairymen 
that are going out of business, particularly those in the Grade Bor 
manufacturing part of it, that the actual volume of production has 
been consistently rising. 

MR. RICHARDS: Yes, Sir. 

CHAIRMAN BELOTTI: Due to the increased efficiency of the oper- 
ations, which you have pointed out are essential for them to survive. 
Has that volume been consistent on the part of the manufacturing pro- 
ducers of Grade B, as it has been with the Grade A? 

MR. RICHARDS: I can't quote you the figures, Mr. Bellotti, but I 
feel certain of this. That over the past few years, the manufactur- 


ing dairyman has improved his type of cattle. He's improved his way 


of milking. I would say that certainly he has become more efficient. 


He's doing a better job than he ever has before. I can't give you 
the figures, whether his increases are exactly the same, or what 
percentage they might be in relation to Grade A, but certainly he has 
improved his efficiency. He'ts a better dairyman than he ever was. 

SENATOR COBEY: Mr. Richards, hasn't the manufacturing dairyman 
been in the same position as any other farmer? His margin is de- 
clining. He tends to try to make up his loss of margin by increased 
production? 

MR. RICHARDS: Is that the end of your question? 

SENATOR COBEY: Isn't that what has been happening? 

MR. RICHARDS: I would hazard a guess. I would say ‘'yes', Sir. 

SENATOR SLATTERY: In line with Mr. McCollister's question, is 
it that the Grade A producer is entitled to a higher price than the 
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Grade B producer, because of the fact he has an additional investment. 
Is that correct? 

MR. RICHARDS: That's part of it, yes, Sir. 

SENATOR SLATTERY: He lives up to certain higher standards and it 
costs him more money to operate. Is that correct? 

MR. RICHARDS: Yes, Sir. One other factor I think should be 
brought out, is that the fluid milk producer does receive, does have 
a price established for his product because he does have the obliga- 
tion of supplying the people of the State of California with that pro- 
duct. In other words, it's produced within our borders, he must 
supply it for our people. Therefore it is necessary that he have the 
price established for it, Senator. 

SENATOR SLATTERY: Now, also in addition to getting a higher 
price, which of course is because he has certain investments in ad- 
dition to what the Grade B operator would have to have, do you think 


that he also makes a higher profit? It isn't just the price, is it? 


If we can speak of profits in this dairy industry. Maybe there aren'tt 


any. 

MR. RICHARDS: I doubt if 1 could raise too many members who are 
admitting they are making a profit, Sir. 

SENATOR SLATTERY: Well, less of a loss, then. 

MR. RICHARDS: I think, certainly, yes. We have dairymen, as 
there is in every other business, some of them are making a good 
profit--a very substantial profit. Others are operating on an even 
basis and some are taking a loss. I think that we have more people 


making profits of one type or another in the fluid milk business than 
we have in the manufacturing business. Is that the question you asked 
me, Sir? 

SENATOR SLATTERY: That's the question. Now, to what do you 


attribute that? 





MR. RICHARDS: Well, of course I think one very important factor 
that brings that about is that so many of our fluid milk producers 
are strictly in the business of producing fluid milk. I mean they 
are dairymen in the strictest sense. I think that might be one 
factor. That's the whole thing, that's their whole operation. Many 
manufacturing dairies we find that they are in with other enterprises, 
and perhaps they must divide their efforts and their management ef- 
ficiency. So I think there might be a matter of more management ef- 
ficiency in fluid milk dairies. I certainly think the price factor 
there is very important, where the dairymen tend to hold their pro- 
duction in an area where they receive the state price, the Class 1 
price, certainly the profits to them, if they manage properly, would 
be greater than to the manufacturing producer who must always throw 
his product on this open market, the world and the United States 
market, without a fixed price. 


SENATOR SLATTERY: Then legislation has some part to play in 


this additional profits that are made by the Grade A producer? 


MR. RICHARDS: Well yes, Sir. I don't think we can answer ‘'no* 


to that. 

ASSEMBLYMAN BRITSCHGI: Following along Senator Slattery's 
thinking, Russ, and you tell me whether I'm wrong. I know of lots of 
Grade B dairymen who don't want to milk a cow during the winter time. 
And they work this thing out in very good shape, and they're dry 
during the winter. They don't have the feed costs, and they're not 
a real good producing dairyman. And along that line legislation 
would never do a bit of good to help that kind of a dairyman as long 
as we have them. I1 know one man who doesn't milk a cow for three 
months. Obviously he can't be a profit-making concern. We can't 
legislate for that kind of a fellow. Isn't that true? | 

MR. RICHARDS: Oh, there's your question. That's the answer. I 
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think we have that situation, Mr. Britschgi. The answer to that is 
tyes. 

SENATOR COBEY: On this matter of diversified farms, though, Mr. 
Richards, you would agree that there are quite a few diversified 
operators who are also market milk dairymen. I'm thinking for example, 
to give you a few local examples, Wilson Brothers in Dos Palos, who 
I think just got rid of their dairy, Fawcett in Los Banos, Elmer 
Wood at Atwater. These are all farmers who actually have most of 
their investment in operations other than a Grade A dairy, but they 
operate a market milk dairy rather than a manufacturing milk dairy. 

MR. RICHARDS: Yes. Well, I didn't mean to give the impression 
that it was all fluid milk dairies that are strictly -- (not under- 
standable). 

SENATOR MONTGOMERY: Now this dairyman over there that you were 
speaking of, has he got a preferred contract where he can get Grade 
A price for the full 1,000 pounds? How about that, Mr. Richards? 


There are a lot of favored contracts, aren't there? All people who 


have Grade A barns are not treated the same, as far as their con- 


tracts are concerned. Is that right? 

MR. RICHARDS: Yes, Sir. 

SENATOR MONTGOMERY: And these dairymen that are making a lot of 
money are the ones that are delivering practically all Grade A milk, 
that is, market milk, and are accepted? 

MR. RICHARDS: I think that's correct, Sir. We could discuss 
that at some length. 

SENATOR MONTGOMERY: In other words, you can say that all these 


Grade A are making money? 


MR. RICHARDS: I don't think I said that, Senator, by a iong way. 
SENATOR MONTGOMERY: Well, it's not due to efficiency, then, 


that these people are making money. It's due to the kind of contract 
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that they can get. Is that right? 

MR. RICHARDS: Is it a question? Well, you can only say that's 
partially true, Sir. You can't eliminate one phase of that and simply 
lay it on the fact that there are preferred contracts. You can dis- 
cuss preferred contracts for quite a little while, I think, if you 
wish to do that. Some people certainly find that they have greater 
usage, but it may be that they produce less or don't over-produce. 


Let's put it that way. So, certainly there aren't equal contracts 


through the state. I think that's the only answer we can give with- 


out pursuing it at great length, Senator, 

SENATOR MONTGOMERY: That's all right. We'll look the other way. 

CHAIRMAN BELOTTI: Thank you very much. The next witness will 
be Mr. Philip H. Davis. 

MR. DAVIS: Mr. Chairman and gentlemen: I am Philip Davis, 
Northern California coordinator for the California Farm Research and 
Legislative Committee, with offices at 740 Hilmar Street, Santa Clara. 
The Western Dairymen'ts Association has already presented testimony on 
this subject matter, but they also concur in what I'm about to read. 
We suppose that the question at issue here, regarding the subject 
matter of S.B. 1167, is not whether or not producers of manufacturing 
grade milk are in distress and need held, or whether or not it is in 
the public interest to keep manufacuring milk producers in business. 
Instead the question is whether or not the proposed legislation would 
serve to safeguard the consuming public from a future inadequacy of a 
supply of manufacturing milk, would promote, foster, and encourage 
the intelligent production and orderly marketing of such milk, or 
would eliminate speculation, waste, improper marketing , unfair and 
destructive trade practices, and improper accounting for milk purchased 
from producers. Nevertheless, we consider that some reference to 
costs and prices is relevant to the discussion. The unfair, unjust, 
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destructive, and demoralizing trade practices which this legislation 
is expected to prevent or correct would perhaps be tolerable in an 
industry that was in a thriving condition. At least, a really pros- 
perous industry could withstand such practices better than a weak and 
struggling industry like Grade B milk production in California can do. 
Although the Bureau of Milk Control in the California Department of 
Agriculture does not claim complete reliability for its Standard 
Production Cost Survey, this survey gives figures with the closest 
approach to reliability of anything we have. Consulting this survey 
for the period of January 1 to March 31, 1960, for six Northern Calif- 
ornia production areas, we find that the range of net costs and allow- 
ances per hundred weight of 3.8% butterfat milk f.o.b. the ranch is 
from $5.25 in the northern San Joaquin Valley to $5.56 in the South 
Bay. If we select the area with the lowest cost and omit from the 
calculation an allocation of .83 per hundredweight for labor cost and 
allowances of .32 and .15 for return on investment and for management, 
respectively, we arrive at a figure of $3.95. The price to the pro- 
ducer of manufacturing milk has been about $3.40 per hundredweight. 
Thus, by California Department of Agriculture figures, a typical 

Grade B dairyman in the northern San Joaquin Valley is working for 
nothing, investing for nothing, and managing for nothing and still 
losing 55¢ per hundredweight. I have seen no computation of the prob- 
able error of these figures, but I doubt that it is greater than the 


loss we arrive at by omitting the three non-outlay items, and it is 


hardly likely at all that the error can be greater than the $1.85 


loss we obtain if we include them. We think it safe to assert that 
Grade B dairymen are doing business at a loss. In 1956, between 

October 1 and December 31, the net costs and allowances amounted to 
$4.25. Most of the difference in cost between the last quarter of 


1956 and the first quarter of 1960 is accounted for by the increase 
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of $11.80 per ton in the price of hay and the increased proportion of 
it in the ration. In 1956, the support price was $3.25 per hundred- 
weight for milk containing 3.95% butterfat. My source for this last 
figure is a talk by H. L. Forest at the Institute of Dairying, 
Pullman, Washington, March 1h, 1957. Grade B dairymen have been in 
trouble ever since the onset, in 1946, of the great upsurge in pro- 
ductivity which has not ceased. Our California dairymen have kept 
up with the general improvement in production per cow. This is one 
measure Of a dairy farm operator's efficiency which is relatively 
easy to assess. In the northern San Joaquin Valley in the first 
quarter of 1960, production per cow was at an average annual rate of 
8,610 pounds, or 340 pounds less than the most recent figure for 


California production, at 8,950 pounds, but 1,172 pounds more than 


the national average of 6,438 pounds. My figures for production by 


marketing areas are drawn from the Standard Production Cost Survey 
which I mentioned before and refer to manufacturing milk; the state 
and national figures are taken from a talk by Louis C. Schaefer at 
a meeting of the California Farm Research and Legislative Committee 
in San Jose on June 1h, 1960, and they refer to all milk of both 
grades. In the Del Norte - Humboldt production area, in the first 
quarter of this year, average production per cow was at an annual 
rate of 9,061 pounds, or 111 pounds greater than the California 
average and 2,623 pounds greater than the national average. As you 
might expect, manufacturing milk producers have been leaving their 
industry at a rapid rate. In the one year of 1958, California lost 
1,223 of the 10,002 dairy farms that had delivered manufacturing 
milk or cream the year before. We may judge that a great part of 
this land was devoted thereafter to other uses, for the number of 
farms delivering market milk also declined in that year, and pro- 
duction of both grades of milk declined, too. Data are from the 
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Dairy Information Bulletin of the California Crop and Livestock 
Reporting Service, May, 1959 issue. Manufacturing milk and cream do, 
however, make up a considerable item in the California economy. In 
January, 1960, our Grade B dairymen delivered 101,645,000 pounds of 
whole milk and 48,000 pounds of cream, for which they were paid a 
total of $3,486,170. The data for this computation comes from the 
May, 1960 issue of the Dairy Information Bulletin. All that S.B. 
1167 can be expected to accomplish is what is set forth in Section 
6001. Article 7 - Minimum Prices - makes no reference to costs of 
production, but declares that minimum prices for manufacturing milk 
shall be based on national market prices for manufactured diary pro- 
ducts. All that I have shown by the figures I have cited is that 
if ever an industry stood in need of all the protection the state 
can give against unfair, unjust, destructive, and demoralizing trade 
practices, manufacturing milk production is that industry. 

CHAIRMAN BELOTTI: Mr. Davis, I want to thank you for the fine 
statement that you have made here for my district. But I might add 


to that, that notwithstanding that remarkable record, the Grade B 


producers are screaming that they're not making any money, and most 


of the Grade A producers say that their contracts are so low that 
most of it is going for Grade B, and there you are. Now, Senator 
Cobey, I am sure you have a question. 

SENATOR COBEY: I certainly appreciate your courtesy, Mr. 
Chairman, but I would like to defer at this moment. 

SENATOR WILLIAMS: Section 6001. Is that Article 7? Isn't 
6125 minimum prices? 

MR. DAVIS: It is declared that manufacturing milk and its 
products are necessary articles in preparation of food for human 
consumption, and so forth. That unfair, unjust, destructive, and 
demoralizing trade practices have been carried on, and are now being 
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carried on, and so forth. Senator Cobey remarked earlier that that's 


lifted from another bill and would be rewritten. But what I meant is; 
that the bill doesn't promise that it will enable the Bureau of Milk 
Stabilization, which will administer the, Act, to raise the price of 
manufacturing milk above the cost of production. And all I'm saying 
is that whatever this bill can do to assist Grade B producers ought to 
be done. 

ASSEMBLYMAN PATTEE: Now we've asked quite a few people about un- 
fair, unjust, destructive, demoralizing trade practices. So far none 
of them have come up with any. You stated again they need protection. 
Do you know of any of these? 

MR. DAVIS: I would like to refer that to somebody else. 

ASSEMBLYMAN PATTEE: Well, everybody else said the same thing. 

MR. DAVIS: No, Joe Branco gave some examples. He couldn't 
be very specific about it because it would have exposed some dairy- 
men, and we don't dare do that. So I would stand by what Mr. Branco 
said. 

ASSEMBLYMAN PATTEE: It's amazing to me. We hear all these 
things, but we can't seem to put our finger on anything. 

MR. DAVIS: Perhaps if we had a law that illegalized these 
practices we would get some sworn testimony in a court hearing. 

SENATOR RATTIGAN: Mr. Davis, in your statement you refer to the 
fact that in 1958 California lost 1,223 of the 10,002 manufacturing 
milk dairies. What's your source for that statement? We seem to 
have some conflicting figures as to how many there are and how many 
we are losing. 

MR. DAVIS: That's from the Dairy Information Bulletin of the 
California Crop and Livestock Reporting Service, May, 1959, issue. I 
have it with me, but if you want further testimony on the subject, 
Mr. Weinland is here and he has better command of those figures than 
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I do. 
SENATOR RATTIGAN: Well, I just wanted to know where you got the 


specific figures, thank you. 

MR. DAVIS: From the Dairy Information Bulletin, 

CHAIRMAN BELOTTI: Any further questions? If not, thank you very 
much, Mr. Davis. 

MR. BECKUS: Mr. Chairman and members of the Committee, for the 
record, my name is Robert J. Beckus, Manager of the Dairy Institute 
of California. Membership of the Dairy Institute processes and 
markets approximately 60% of all dairy products marketed in this state. 
In the interest of saving time today we have consolidated the state- 
ments of Mr. Maes and Mr. Blank into that to be presented by Mr. 
Steck, who will present the opposition to S.B. 1167. Prior to Mr. 
Steck's opening remarks I would like to clarify, at least, some com- 


ments made earlier this morning with regard to, or a picture created, 


perhaps, that distributors were antisocial in refusing to sit down 


at the bargaining table and discuss problems with the producers, And 
the specific reference was to a Statewide Manufacturing Milk Market- 
ing Committee which was created a number of months ago, I would 
like to state, so far as the Dairy Institute is concerned, that I 
personally, upon hearing about the setting up of this comittee, 
called the Department of Agriculture and inquired whether or not our 
name had been omitted in error or intentionally from the list of 
those invited to participate, and I was informed that it was not in 
error, and that at some later date, perhaps, there would be a place 
for us to sit down with the group. So to this particular date we 
have not as yet been invited through the offices of the Dairy 
Institute. During the last month and a half there was a Grade A 
Producers Committee established by the Director, which has held at 


least three meetings to date. A week and a half ago the Director 
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announced the appointment of a Processors-Distributors Committee, 
which will be asked to sit down, and in fact the first meeting is 
tomorrow. And at a later date, I presume, that they will probably 
meet with these producers under the auspices of the Department of 
Agriculture. 
ASSEMBLYMAN McCOLLISTER: Are you invited to those meetings? 
MR. BECKUS: The Dairy Institute is very well represented in 


the committee, yes, Sir, 


SENATOR MONTGOMERY: How many members belong to the Dairy 


Institute? That is, you represent how many processors? 


MR. BECKUS: Thirty-five firms. 

SENATOR MONTGOMERY: Distributors? 

MR. BECKUS: Yes, Sir. Those include some ice cream firms, ex- 
clusively ice cream, 

MR. STECK: Mr. Chairman, and members of the committee, my name 
is Emil Steck. I am Counsel for the Dairy Institute of California. 
I apologize, Chairman Belotti, for not having mimeographed copies of 
the presentation to hand to you. These will be mailed to you very 
shortly. I have been on the road for three weeks and I have a state- 
ment but not in sufficient copies to hand to you. First of all I 
would like to state that I am a lawyer, not an economist, so that my 
comments are directed primarily to the legal aspects of S.B, 1167. 
Now these aspects, however, are quite important, as anyone familiar 
with milk legislation in this state will no doubt readily agree. 
Senate Bill 1167 is a lengthy bill, and is designed to create a 
statutory formula for the establishment by the Director of Agricul- 
ture of minimum prices for manufacturing milk. In general organiza- 
tion the bill appears to have been patterned after the Milk Stabiliza- 
tion Act in respect to the latter's provisions for the establish- 


ment by the Director of Agriculture of minimum prices to be paid to 
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distributors and producers for fluid milk, in its various usages. 

Here I would like to call the committee's attention to a matter which 
was emphasized by questions this morning from Senator Stiern. The 
California Milk Law is somewhat different from other milk law, al- 
though similar to others. Some milk laws on the price-fixing side 
restrict the Director's power to fix prices to what we know as strictly 
fluid milk that consumers drink. Other price-fixing laws, of which 
California is an example, permit the Director to fix prices for fluid 
milk suitable for drinking but part of which may find its way into 
manufacturing usages, such as our Class 2 and 3 milk. The manufactur- 
ing milk that this bill is talking about, however, is still a differ- 
ent class of milk defined in Agricultural Code Section 52, and it is 
milk which is not produced under conditions which make it eligible 

for consumption. It is produced under conditions which require it 


to go into manufacturing usages. Mr. McCollister's question of a 


few moments ago is quite apt here. The distinction between manu- 


facturing milk and marketing milk is not just a piece of legislation, 
although I'm reciting to you what the legislation provides. It goes 
far beyond that and traces back to the conditions of production. 

The Dairy Institute of California apposes S.B. 1167 for the following 
reasons. First, all the price-fixing standards of the bill set forth 
in Section 6125 are quite general and do not contain the specific 
standards operative within the State of California incorporated in 
the Milk Stabilization Act and repeatedly held constitutional by the 
California appellate courts. Thus the Director may take into con- 
Sideration the products of manufacturing milk and the prices at 

which these products are sold to consumers. He is then required to 
base his minimum prices for manufacturing milk, and I now quote 

from the bill, “upon national prices", not other manufacturing milk 


prices but upon national prices, “for manufactured dairy products, 
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as reflected in prices paid producers for manufacturing milk in other 
milk production areas in the United States." In this process he is 
required to give due consideration to the supply and demand for manu- 
facturing milk and manufactured dairy products in California and the 
United States. It will be noted that no where in the statute is there 
any such basic price-fixing standard as in the Milk Stabilization 

Law, which requires fluid milk prices to be in a sound economic 
relationship with manufacturing milk prices. S.B. 1167 does not 
require manufacturing milk prices to be in a sound economic relation- 
ship with anything. The standards are all stated in the most general 


language, they have no local significance, and they present what ap- 


pears to me to be an impossible task for the Director in evaluating 


milk statistics from all over the United States. Furthermore, the 
statute confuses manufacturing milk prices and prices for manufactured 
milk products. The standards, in other words, do not even reflect a 
comparison between manufacturing milk prices in California and manu- 
facturing milk prices in other states. Rather, the statute bases 
California's manufacturing milk prices on the prices of manufactured 
dairy products all over the United States. Practically all the 
standards, general and confusing as they are, are additionally bur- 
dened with the difficulty of being standards national in scope and 
outside the control and direct observation of the Director of Agri- 
culture. And here I emphasize from a legal standpoint the gist of 
Dr. Clarke's statement this morning. In my opinion, the constitu- 
tionality of milk price fixing statutes generally is rested upon 

the ability of the milk price-fixing agency to use as its guide 
local economic factors, well within its control ina particular 
State. The standards of 1167, even if they were understandable 

and definite, which they are not, would thus prevent a task ex- 
tremely difficult of administration. In short, the purported 
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standards of the act are so vague, confusing, and lacking in local 
significance as, in my opinion, to warrant the conclusion that it's 
quite likely they would be held insufficient and the Act declared un- 


constitutional. Second, the Act contains no provisions for resale 


pricing, thus leaving the Director in a position where he could either 


price California manufacturers out of national competition, if such 
manufacturers are purchasing California produced manufacturing milk, 
or, if he set the manufacturing milk price too high, it could drive 
such manufacturers into buying their manufacturing milk from other 
states, in which case, of course, any purpose of the bill to benefit 
California milk producers is completely defeated. Three, the an- 
nounced object of the bill is to improve the manufacturing milk price, 
if, as Mr. Branco put it this morning, the increase can be recovered. 
If the increased price does not price the California manufacturing 
milk producer out of the market, it can only have the effect of com- 
pelling higher consumer prices. Three, from a legal standpoint, the 
bill is of great concern to distributors, as the basic constitution- 
ality of the California Milk Stabilization Act is premised upon the 
Act's establishment of an economic standard for the producer price- 
fixing, such standard being the reasonable and sound economic rela- 
tionship between producer fluid milk prices and the price to pro- 
ducers for manufacturing milk. If the Director is fixing both manu- 
facturing and fluid milk prices, there is no objective standard 
whatever under the Milk Stabilization Act, as the Director's only 
Standard for fixing fluid milk prices then becomes his own conduct 
in fixing manufacturing milk prices. I am aware that the June le, 
1959 amendment to S.B. 1167 attempted to incorporate a savings 
Clause--this is the very last section of the bill--to the effect that 
if the application of this bill is found to invalidate the Milk 
Stabilization Act, S.B. 1167 becomes inoperative when such finding 
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becomes final. However, the finality of the finding and the slow 
process of litigation might take years to occur in the courts. In 
the meanwhile, the Milk Stabilization Act is invalid during all this 
time. Its invalidity even for a short period of time would, in my 
opinion, be most undesirable. Further, regardless of the outcome of 
this issue in the courts, the mere raising of the issue would tend to 
put the Milk Stabilization Act in jeopardy and handicap its effective 
administration. Four. Nowhere in any of the decisions pertaining to 
the California Milk Stabilization Act is there any suggestion that 
there is any public necessity for an adequate supply of manufactur- 
ing milk. The expressed necessity, on the other hand, is for an 
adequate supply of fluid milk, a product consumed by the public. The 
Director is given the power to fix prices for Class 2 and 3 milk, 
fluid milk, that is, which goes into manufacturing usages, but only 
where such milk was market or fluid milk to begin with. Among other 
standards of S.B. 1167 impossible to administer but relevant in this 
connection is the provision of Section 6005, that the price fixing 
under the Act shall, “insure an adequate and continuous supply of 
manufacturing milk to whatever degree possible.“ These words indicate 
to me that even the proponents of the bill are not sure what it can 
do. This vague standard of conduct does not compare in any respect 
except unfavorably with the standards of the Milk Stabilization Act, 
and is correspondingly wanting in validity. I would like to say 

this about my remarks directed to the Director. An economic statute 
such as the Milk Stabilization Law or any price-fixing law must 
Strike a very delicate balance. If the administrator of the law is 
not given sufficient discretion he can't roll with the punches, so 

to speak, and the law is no good practically. On the other hand, if 


the standards which guide his conduct are too loose, it isn't that 
It 


he is incompetent or insincere in his administration of the law. 
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is that the looseness of the standards makes the law such a mess to 
administer that it is constantly subject to litigation, arguments, 
and becomes ineffective. There is probably no person in this room, 


outside of perhaps, the employees of the Director of Agriculture them- 


selves, who have so often or so sincerely advocated the exercise of 


discretion by the Director of Agriculture, and I personally am con- 
vinced of the sincerety of the men who exercise that discretion. 
That, however, does not, obviously, mean that they are always right, 
and the worst part of it is, what I have just stated, that if there 
aren't definite rules to go by, the situation soon slips out of their 
control, no matter how well intentioned they may be. S.B. 1167, in 
my opinion, is a bill without any tangible standard and would, I feel, 
be productive of the utmost confusion, even if by some remote chance 
it were held valid in the courts. For the foregoing reasons the Dairy 
Institute respectfully urges your opposition to the bill. 

SENATOR RATTIGAN: I want to ask Senator Cobey a question, as 
the author of the bill, just as a matter of historical interest. 
With reference to these standards for minimum prices in Article 7, 
Section 6125, Mr. Davis, for one, remarked upon the fact that the 
standards don't take into account production costs, and I was just 
wondering in the genesis of this bill, why the price standards were 
of the price of manufactured dairy products elsewhere in the United 
States as reflected in producer prices paid in other areas. 

SENATOR COBEY: Why it was not included among the standards? 

SENATOR RATTIGAN: Well, why the standard is the foreign price, 
rather than factors here at home, such as production costs? 

SENATOR COBEY: I am going to ask, if the Chairman consents, 
that Mr. Kuhrt testify on this. Frankly, I think the reason was-- 
and I may be wrong here, and that is why it would be well to have 
Mr. Kuhrt testify--that they felt that these, shall we say out-of-state 
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prices would be a much greater determining factor than the local cost 


of production. 


CHAIRMAN BELOTTI: Do you want to withhold that until we ask Mr. 


Kuhrt? 
SENATOR COBEY: Sure, yes. 
CHAIRMAN BELOTTI: Thank you, Senator. Any further questions? 


SENATOR COBEY: Mr. Steck and I have argued some of these legal 


questions before. As I recall I did have a Legislative Counsel's 
opinion last year that held this bill in the form in which it is now, 
in which it was at the close of the session, June 12, 1959, would in 
their opinion be a constitutional statute. If I recall correctly, I 
think I submitted you a copy of that opinion, didn't I? 

MR. STECK? Yes. I would like to comment on it, if I may. 

SENATOR COBEY: Well, I opened the door, so I will agree to it. 

MR. STECK: All right. I have the opinion here--a copy of it 
which was very kindly supplied to me by Senator Cobey. Obviously I 
disagree with the opinion, but I don't want to let it go at that. 
I want to tell you why. The opinion cites several leading cases to 
the effect that the fixing of milk prices is a valid subject for the 
exercise of state police power. With that general premise I heartily 
agree, providing, of course, that it is understood that all of these 
cases dealt with fluid milk which people drink. And this gets back 
to my opening comments. There is one case cited in the opinion which 
I think worthwhile to mention. It is a Pennsylvania case, and under 
the Pennsylvania statute, the Director is given the power to price 
all fluid milk which people may drink, whether it goes into milk that 
people drink, or into manufacturing usages, and substantially this is 
the California statute. There is not to my knowledge, and I have 
looked pretty hard, any case in any jurisdiction in the United States 
which sustains the constitutionality of a statute directed to fixing 
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the prices of manufacturing milk as defined in the California statute; 
that is, milk which is not eligible under its conditions of production 
for drinking, but must go into the manufactured milk prices. In short, 
no case that says cheese, for example, is like fluid milk in being 
affected with a public interest. 

SENATOR COBEY: Pardon me for interrupting you there, Mr. Steck. 
I mean the basic distinction there is one's a matter of public health 
and the other is not? | 

MR. STECK: I would presume so. This Pennsylvania case I found 
rather interesting, because it comments on a theory to which I sub- 
scribe, and that is an effective fluid milk price-fixing statute 
should empower the administrator to regulate the production of a 
fluid milk producer, whether that production goes into drinking milk 
or into something else. To more specifically answer your question, 
Senator Cobey, I am not aware of cases which hold that as a matter 
of public health or other police power objectives the milk which is 
not produced under conditions for drinking purposes but goes into 
manufactured milk products, may be regulated. Now as I was about to 
say, I do not mean by these comments to express any disrespect for 


‘ this opinion or for its author, whom I happen to know. Legal opinions 


quite often differ; that's why I'm taking a few minutes to tell you 


why I disagree with the opinion. 

CHAIRMAN BELOTTI: That's why it's interesting to have so many 
attorneys, I guess, because they have an opportunity to differ. 

SENATOR COBEY: It!s not only interesting; it's helpful. 

MR. STECK: According to the testimony, we seem to have an over- 
supply of everything, so I suppose that lawyers may as well join the 
category. 

CHAIRMAN BELOTTI: That's right, Mr. Steck. Any further questions? 


If not, we will say thanks. 





MR. BECKUS: If I don't have a further opportunity Mr. 
Chairman, I would be remiss if I didn't express appreciation for the 
atmosphere under which this hearing has been carried the last two days, 
both from those witnesses testifying as well as the questions and 
courtesies of the committee. Thank you very much, 

CHAIRMAN BELOTTI: Well, I also think we owe you a vote of thanks, 
Bob, for the Dairy Institute being so cooperative. 

MR. BECKUS: Thank you very much. 

SENATOR COBEY: Mr. Chairman, may I request that Mr. Kuhrt be 
asked to testify on this S.B. 1167 before we conclude it? 


MR. KUHRT: Mr. Chairman, I have no statement to make, but I 


would be glad to be as helpful as I can. 

CHAIRMAN BELOTTI: Why not ask the question, Senator. 

SENATOR RATTIGAN: Senator Cobey referred the question to you, 
Mr. Kuhrt. I was wondering why, when Senate Bill 1167 was being put 
together, that the minimum pricing standards named in the bill are 
the prices of manufactured dairy products in other milk production 
areas in the United States, as reflected by prices paid producers of 
manufacturing milk, and contain no reference to such local factors 
as production costs. Thus, for one thing, exposing the possibility 
of the prices as fixed, tailored to these foreign standards, they 
could still result in operation at a loss by the manufacturing milk 
producers affected by the Act. 

MR. KUHRT: Mr. Chairman and members of the committee, my name 
is William J. Kuhrt, I am an Assistant Director of Agriculture of 
the State of California. In response to your question, I would think 
that the principal reason why the reference to costs of production 
was left out is because according to the data which we have in the 
Department, current costs of production for manufacturing milk would 


run between $3.85 and $) per hundredweight, compared with the price 
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of manufacturing milk of somewhere between $3.25 and $3.40 per hundred- 
weight. So that if the Director of Agriculture were required to at- 
tempt to reflect to manufacturing milk producers the cost of production, 
it would place the price of manufacturing milk in this state consider- 
ably above the prices prevailing in the adjoining states where there 
are adequate supplies. In other words, it would throw our prices out 
of line with the prices of manufacturing milk in other states, 

SENATOR COBEY: And if that happened we would lose the portion 
of the market that we now hold in California, 

MR. KUHRT: Well, Senator Cobey, in other words the Department 


would always be forced to set pricing structures in this state. It 


would tend to bring in supplies of milk and manufactured dairy pro- 


ducts from out-of-state. It would tend to take over some of our 
market and place the operation in an unfortunate position, 

SENATOR RATTIGAN: Well, that answers my question, 

SENATOR COBEY: Mr. Kuhrt, would you state very summarily the 
genesis of this bill, if you don't mind. 

MR. KUHRT: I think, Senator Cobey, the genesis of the bill came 
from a series of meetings of Grade B and manufacturing. I'm going 
to use the Grade B word, if you please, because I don't know any 
other way to distinguish it from the manufacturing milk that comes 
from Grade A. We have to have some way of expressing it. We had a 
request from the Grange and from the Western Dairymen and many other 
groups in the state to have some meetings and discussions with us in 
the Department with regard to the very serious economic situation con- 
fronting the manufacturing milk producers. We didn't have any 
special ideas on what could be done, but we said we'd certainly be 
glad to sit down with you and hear the whole story and see what 
could be done. We started out with representatives of these various 
farm organizations and some producers associations, and when they 
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indicated that they wanted to study the matter seriously we suggested 
that they proceed to appoint a Statewide Manufacturing Milk Committee, 
which they did. I think the committee had on it as many as 27 rep- 
resentatives. They, themselves, decided how many representatives 
would come from each of the organizations. As was indicated here 

this morning, we in the Department invited the first group, then 

after that they organized themselves. They had their own chairman, 
their own secretary, and we sat in on the meetings. Now I would 

like to clear up one point. There seems to be some misunderstanding. 
The early discussions did not involve distributors of fluid milk, 


but it became quite evident that the plant operators, the people 


engaged in the manufacture of dairy products, would soon be involved. 


As a result of that the producers! committee asked the Creamery 
Operators Association through Fred Abbott to appoint a similar com- 
mittee to sit with the producers. That was not attained. The com- 
mittee finally received a statement from the Creamery Operators! 
Association, objecting to any kind of a program, I believe. I 

don't have the data here but I received a copy, so we were not able 
to sit down together. That earlier testimony was correct. Out of 
the discussions of this so-called Manufacturing Milk Committee 

there came two things. One was the bill that was passed in the last 
regular session, I believe of the Legislature, authorizing the 
Director of Agriculture to establish some quality standards for manu- 
factured dairy products, for those items which the Code does not now 
cover. And I understand that the bill was passed and went into 
effect, and on the 28th of July there will be a hearing before the 
Bureau of Dairy Service in Sacramento to give consideration to the 
quality standards that were worked up jointly between the producers 
and the manufacturing processors. That was one of the first things. 


Then the other was the development of some sort of a stabilization 
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bill that would help to obtain for the manufacturing milk a little 


better price. Primarily, as I understood it, the hope of obtain- 


ing a little better price was to have the price paid to the dairy- 
men a little closer to the recovery value that the distributors 
and plants obtained from the different usages that they put the 
Grade B manufacturing milk and the Grade A manufacturing milk into. 
In other words, as I understand it, the price of Grade B milk is 
quite close to the recovery value on the lowest usage, which would 
be butter and powder. But there are usages of Grade A milk for 
manufacturing, and Grade B milk for manufacturing, which return 
higher recovery values to the processors, a much as perhaps 25¢ 
to 35¢, possibly 4O¢ a hundredweight. And there was some thought 
that by this type of legislation--and these are things that I 
understand that were discussed--there was a hope that some portion 
of that could be attained for the producers who furnish this milk 
for manufacturing purposes. Now that's the origin, Senator, as I 
understand it. I might say that after that there were various 
drafts; we saw them, we made many corrections. I don't believe, 
Senator, that this bill is still in final shape. 

SENATOR COBEY: Yes. 

MR. KUHRT: Mr. Steck brought up a point here a little bit ago. 
I think that as far as the standard is concerned there is a pub- 
lished figure by the U.S. Department of Agriculture on manufactur- 
ing milk prices, or the price of milk paid to the producer on a 
national basis. I think that would be clearer and simpler than the 
reference that's made in this bill at this time. 

SENATOR COBEY: Were the objectives of this bill, then, to 
realize a higher return to the manufacturing milk producer to the 
extent that that was possible, realizing the limitation that that 
return could not be made so high that imported milk would be 

=92- 





encouraged to move in greater volume into California? That was one 
of the objectives, was it not? 

MR. KUHRT: That's right, Senator, and I think the producers 
committee, was well aware of the fact that there would be a real 
limit on the possibilities of increasing the price for manufactur- 
ing milk because of the danger of getting it high enough to encourage 
some increase in the movement of dairy products into California. 

SENATOR COBEY: Number two, this bill would, would it not, 
Director Kuhrt, eliminate this problem of the so-called cut-throat 
competition of over-contract Grade A milk with manufacturing or 
Grade B milk in this State? 

MR. KUHRT: If I understand your point correctly, Senator, my 
answer would be like this: At the present time the Bureau of Milk 
Stabilization is having considerable difficulty in carrying out 


that portion of the Milk Stabilization Law in relation to the 


pricing of milk that goes into Class 2 and Class 3 purposes. The 


reason is that in trying to establish prices for Class 2 and Class 
3 they find themselves ina situation if they tried to raise it 
somewhere into line with the recovery values of Grade B milk, which 
is not under control by the Department, and which immediately comes 
into direct competition with it. Distributors say, “Well, we 
can't pay any more for the Class 2 and Class 3 Grade A milk, be- 
cause we can buy all of the Grade B milk that we want, and it's 
just as good, just as usable under the law, as the Grade A surplus 
manufacturing milk." Therefore, we are not in a position to do 
too much of a job to get an adequate price on the Class 2 and Class 
3 Grade A surplus milk. So the two are connected. 

SENATOR COBEY: Until you have the power to price Grade B. 

MR. KUHRT: Well, if we had the power to price the Grade B 
milk, then the two would have to be on the same level. Otherwise, 
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one would throw the other out of gear. 

SENATOR COBEY: Mr. Weinland, do you have anything that you would 

want to add? Do you believe that this bill could be administered, 

and what chance do you think it has of achieving its objectives? 

MR. WEINLAND: Senator, there are lots of problems in connection 
with a bill of this type, as you well know. We have given a lot of 
thought to the bill and think it has a possibility of being adminis- 
tered with some hope of improving the situation of Grade B dairy- 
men. Mr. Branco this morning, I think, mentioned, and there has 
been quite a lot of discussion about this so-called unregulated 
Grade A milk which might also be classified as Grade B milk. Now, 
when this Grade A study committee started delving into this problem, 
they asked us, "Well, just what are we talking about? What is the 
area? How much milk is involved?", So we went to the plants to get 


that information, and we obtained data for five months, November 


1S9 through March of this year, and we found that milk which is 


produced under Grade A Conditions , bought and handled as Grade B, 


or manufacturing grade milk, runs in the neighborhood of 2% of the 
total Grade A production; in round figures approximately 10% of the 
so-called excess Grade A, or Grade A in excess of Class 1 require- 
ments. For example, in the month of November, the various plants 
reported 510 million pounds of Grade A milk receipts, and running 
it down we find that approximately 10 million pounds in addition 
was reported in the Grade B category. And the figures are similar 
for the additional months, they vary. For example, for the month 
of December, the total Grade A receipts, were 516 million pounds 
of milk, and 15 million pounds in addition that appeared in the 
Grade B or manufacturing figures were in fact Grade A milk pro- 
duced under Grade A conditions. 

SENATOR COBEY: What is our figure there? 
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MR. WEINLAND: For the month of December it was 15 million 
pounds. 

SENATOR COBEY: And how does that 15 million pounds compare per- 
centage-wise with the total amount of true manufacturing milk they 
were using for those purposes? In other words, what proportion was 
that of the total milk used for Grade B purposes? 

MR. WEINLAND: Well, it would be approximately 10% of that 
amount, too. I'm speaking in round figures. 

SENATOR COBEY: Yes, approximately 10% of that figure. And one 
of the purposes of this bill is to get at that so-to-speak unregu- 
lated 10%. 

MR. WEINLAND: That's correct. It's being purchased and handled 
as Grade B milk. 

SENATOR COBEY: And it's in competition with Grade B milk. 

MR. WEINLAND: That's correct. 

SENATOR MONTGOMERY: Mr. Chairman, I would like to ask a question 
that's been bothering me about this inspection. We have different 


methods of inspection, haven't we? Now in Kings County, the Board 


of Supervisors employ the inspectors from the Department of Public 


Health of Los Angeles. Is that right? The counties pay for the 
inspection, is that right? Do they, Mr. Weinland? 

MR. WEINLAND: I believe there are varying situations on that. 

SENATOR MONTGOMERY: Well, that's what I want to know now. The 
various counties. Now is there any uniform method of inspection? 

MR. WEINLAND: I'm not in the inspection field, Senator. I 
hesitate to comment. 

SENATOR MONTGOMERY: Mr. Kuhrt might answer that. Now, that 
comes under the Department of Agriculture. 

MR. WEINLAND: Senator, we would like to give you the informa- 


tion, but both of us are in the Marketing Division and we're just 


iG 





not close enough to it to give you a good answer. 

SENATOR MONTGOMERY: Whom do you get the answer from? 

MR. KUHRT: Bureau of Dairy Services. 

MR. WEINLAND: Well, you can get it from the Bureau of Dairy 
Service, Mr. Ghiggoile. I can get the information for you. I could 
guess at an answer, but I'd rather not do that, Sir, because it 
wouldn't be fight. 

SENATOR MONTGOMERY: You know the question that was asked of Mr. 
Branco this morning? What is a Grade A barn? Grade A in ore county 
is one thing, and in another county it's something else. 

MR. WEINLAND: Senator, I might make this comment. The Depart- 
ment of Agriculture's Bureau of Dairy Service, with which I'm not 
directly connected, does have the responsibility of supervising the 
inspection work for the various cities and county health departments. 
So there is some uniform control but as to the details of that I 
hesitate to comment, because I don't work with it. 

SENATOR MONTGOMERY: Well that is both Grade A, or just the 


Grade B? 


MR. WEINLAND: Both. 


SENATOR MONTGOMERY: In Kings County, I think, it's inspected 
by inspectors of the Health Department of Los Angeles; our milk 
goes into Los Angeles, is that right? Now why is it the State doesn't 
do all the inspecting so it would be uniform all over the state? 

MR. WEINLAND: I can't answer that, but they do supervise the 
methods used by all the various counties and cities? 

SENATOR MONTGOMERY: Isn't it a fact that these inspectors in 
some counties are employed by the Board of Supervisors; therefore 
their inspection is kind of lax because they are employees and 
they're liable to lose their jobs if they get a little tough ona 


dairyman? 
Shin 





MR. WEINLAND: I haven't heard it's so, Senator. The thing 


that I know is that the matter was before the Legislature, I think 


at the last Regular Session. There was a proposal to have one uni- 
form inspection in the state, so that the dairymen would just have 

one inspection. I believe the dairyman does have just one inspection, 
so he doesn't have to pay for two costs, but if the inspection is 
being handled by, let's say, the inspectors for the city market 

where the milk goes, such as Los Angeles or San Francisco or Oakland, 
then the state will not do the inspection. But if there is no other 
inspection source, the state will then do the job. 

SENATOR COBEY: As I understand it the Director now has advisory 
committees of Grade A and Grade B producers and also processors, and 
I presume that when the 1961 Legislative Session convenes, that the 
Department will then be in a position to advise us as to what position 
they are going to take on these various suggested changes in the 
field of milk control legislation. 

MR. KUHRT: That's right, Senator Cobey. There's a Grade A 
committee, and a committee of Grade B producers. Then there's a 
committee of distributors. The committee of Grade A producers has 
had three meetings, and we've been very well pleased with the ap- 
proach and the discussions, and they are coming to the conclusion 
and recommendation stage in that particular committee. The Grade B 
committee has had one meeting and will have another meeting in the 
same week as the Grade A committee will meet. The first meeting of 
the distributors! committee will be tomorrow in Sacramento. Now 
the general plan is that the Grade A people will have some recom- 
mendations, and they will then ask the distributors! group to sit 
with them and consider those recommendations. Many of them are 
going to deal in the general area of surplus and the Grade A fluid 


milk contracts. And there have been a number of recommendations 
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and suggestions and some criticisms made. We hope that early in the 
Fall all of these committees will come forward with some concrete 
recommendations which will be pretty well agreed upon among all of 
the segments of the dairy industry. That's the objective. We can't 
say that they will but it looks very much as though they will come 
forward with some good suggestions. 


CHAIRMAN BELOTTI: They will submit their recommendations to the 


Department, will they not? 
MR. KUHRT: First to the Department and then they will eventually 


go to the various groups and eventually to your committees, Sir. 


CHAIRMAN BELOTTI: Thank you. 

SENATOR COBEY: Are the committees considering merely modifica- 
tions of the existing statute, or are they considering such matters 
as the possibility of repealing the existing statutes, substituting 
either a federal marketing order or no governmental control? 

MR. KUHRT: I think at the first or the second meeting the 
question of the use of a federal marketing order was considered, 
Senator. The idea of repealing the State Milk Law was rejected. 
But there was a recommendation that some of the accounting pro- 
cedures used under the federal marketing agreements should be 
studied by the Bureau because they seemed to be somewhat more 
complete. The good parts are being gleaned from all of the sugges- 
tions we have had given to us. 

SENATOR STIERN: Well, Mr. Weinland, you're in the Department of 
Agriculture, aren't you? 

MR. WEINLAND: Yes, I1 am, Senator. 

SENATOR STIERN: Well just for the record I will make a state- 
ment which maybe will answer your question when you shrugged your 
shoulders at Senator Montgomery's question as to inspection, and 


this is just from my own personal experience and I have reason to 
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believe that this is true in various parts of the state. The year 
before I went into the Legislature I became concerned about this in 

my own county because I suspected the health of many animals in some 
Grade A strings. And when the Department of Public Health was brought 
into Kern County on this, their answer to me as a veterinarian was, 
"If you think this is bad in Kern County, Doctor, you should see San 
Bernardino County.” And this inspection in a county like mine is 

done exactly like this. A milk inspector inspects the dairy and 
determines whether it is Grade A or not. The milk inspector works 


under the public health officer of that county, who is hired by 


five Supervisors who are elected by that county. In the case of the 


County of Kern, the inspection of the milk inspector is just as 
tough as the Supervisors want it to be, or just as easy as the 
Supervisors want it to be, and that's exactly how it's done ina 
county inspection. So that was the premise of my original state- 
ment sometime back that a barn becomes Grade A or a dairy becomes 
Grade A or Grade B in various ways in various counties, and I agree 
very much with Senator Montgomery that the inspection should be on 
a standard state-wide so you don't have this various, devious 
method of making one herd Grade A and another one not a Grade A 
herd. In checking with the Department of Public Health they do 
support a local county, and the ordinance in a county is based on 
the state ordinance, but its enforcement sometimes is very lax. 
SENATOR MONTGOMERY: Mr. Chairman, that's the reason I'm 

bringing the question up. I think it should be uniform all over 
the state and I think the state should do all the inspecting. Take 
it out of the hands of the health department of the county and the 
Board of Supervisors. 

CHAIRMAN BELOTTI: Well, I'm sure we can do something about it, 
Senator, Any further comments? Thank you very much, gentlemen. 
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MR. STECK: Mr. Chairman, I just want to add one comment, in 
view of Senator Stiern's statement. I wouldn't want him to go away 
with the impression that the industry is oblivious to this problem 
of improving inspection. The issue has been before the Legislature, 
to my knowledge now, each of the last three sessions; each time in 
an effort to achieve more uniform inspection all through the state. 
So this isn't something that we are just walking away from. 

SENATOR STIERN: I know that. 

SENATOR MONTGOMERY: Mr. Chairman, I ask Mr. Steck, that sugges- 
tion was made before what committee? Public Health, in the Senate 
or Assembly? Or in the Department of Agriculture? It never appeared 
in the Agriculture Committee and I've been a member of the Agricul- 
tural Committee for six years. We never had any legislation on in- 
spection. 

MR. STECK: Well, on the contrary, Senator Montgomery, we've had 
a number of bills on inspection which have come before your committee. 
I'm sorry I don't have my 1959 legislation book with me, but we had 
one just last year. Well, just leafing through this book--just from 
last year--we had Senate Bill 99). It amends Section 90 of the 
Agricultural Code in respect to milk inspection standards. 

SENATOR MONTGOMERY: Well, now, was that bill heard? 

MR. STECK: It was adopted. It's the law now. 

SENATOR MONTGOMERY: It's the law? 

VOICE: That was for a college education for milk inspectors. 

MR. STECK: And then there was a bill, Assembly Bill 35, Mr. 
McCollister's bill, and this also became law. It had to do with 
inspection, the designation of milk inspection areas. And Assembly 
Bill -- 

SENATOR MONTGOMERY: Just a minute, now. That hasn't anything 


to do with the inspectors. Who furnishes the inspectors? What I'm 


-100- 





interested in is the state doing the inspecting, so it would be uni- 
form all over the state. Take it out of the hands of the Boards of 
Supervisors. 

MR. STECK: I appreciate the subject of your interest, Senator 
Montgomery, but what I am trying to tell this committee is that this 
is a subject that the industry has been working very hard on, and 
there are people in the industry who feel that you are absolutely 
right, that there should be statewide inspection. There are other 
people in the industry who question whether the state is prepared to 
pay the cost for all that inspection, a large part of which in some 
areas now is borne by the counties. Of course the counties have a 


stake and they have to be consulted, and they haven't been very 


uniform in their approach, either. I think, if I could express 


just a general opinion, that gradually over the years we are getting 
closer and closer to what you want; in other words, more uniform in- 
spection all through the state. And the fact that it isn't achieved 
all at one bite should be no surprise. 

SENATOR MONTGOMERY: I won't be in the Senate any longer than 
this year, but I'll leave it to Senator Stiern to push legislation 
for that effect. 

MR. STECK: I would say from his qualifications he sounds like 
a pretty able advocate. 

CHAIRMAN BELOTTI: Thank you. Now that concludes the testimony 
on Senate Bill 1167. We have one more bill now; Senator Donnelly's 
bill, Senate Bill 1442. We have several requests here for those 
that desire to testify on that bill. First of all the California 
Dairymen. Herman Grabow, who is the first one down here, so may I 
again suggest that you make it as brief as possible, so that we 
will be here no longer than we have to. 

MR. GRABOW: I'm Herman Grabow, President of California 
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Dairymen, Incorporated, and in the interests of time I will make this 


prief. I would like to say, though, sometime I'm going to come up to 
Senator Stiern's office and I have a file on inspections. I have had 
some very interesting experiences with it. The California Dairymen 
Incorporated have felt for many years that the intent of the Legislature, 
in the interpretation and results of the Young Act, was not being 
uniformly carried out. California Dairymen Incorporated requested 
Senator Donnelly to introduce SB 142, However, since this happened on 
the last day of the introduction of bills, and since the Legislative 
Counsel set percentages of 70 and 80 immediately, which were to be over 
a period of time, this particular bill, 1442, in its present form was 
not our intent. However, California Dairymen Incorporated will 
testify on SB 142 as it was intended to be drawn. We hope the next 
session of the Legislature all dairy organizations will unite in 
drawing up this kind of a bill, so as to insure all dairymen a fair 
share of the market. We will introduce into our testimony our original 
testimony on SB 142, which is rather short. We will also make part 
of the record, "Milk is Politics" in the June lth, 1960 issue of The 
California Farmer (by Herman Grabow, p. 566). We will also include a 
statement in the June issue of the Western Dairy Journal. All of the 
above for the purpose of publicity so everyone can realize the great 
importance of letting all dairymen have a share in the market place. 
In this Western Dairy Journal I will just say in the current issue on 
page 22 there is an article in there that is kind of pertinent. I 
won't even read it. Some of you get it; some of you could get a hold 
of it if you wanted it. In this June lth issue of the California 
Farmer, "Milk is Politics", I'11 read the first short paragraph, and 
I'll just skip way over very quickly: 

“Every dairyman, whether he knows it or not, is involved deeply 
in politics, This is mainly because of two laws, the Young Act and the 
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Desmond Act." 


And then I comment on the meetings we had in the Spring, the Fresno 


meeting, the Sacramento meeting, the Berkeley meeting, and the Los 


Angeles meeting, and you have a copy of it there, so we will pass 


over that. Now this is the testimony when this bill was presented on 
June lst, 1959, to the Senate Agricultural Committee. 

The Young Act in the Agriculture Code states in part, “the 
Producer shall have fair and reasonable prosperity." 

For the purposes of this amendment of Section 280 and Section 2 
of Section 287, the criteria of economic equality is judged by the 
average cost of production plus a fair and reasonable profit. 

Now, one way to achieve such a result is to price Class 1 milk 
high enough so that when Class 2 and 3 returns are added together the 
resulting blend price will show a profit for the average dairyman, 

Another way to achieve such a result is to price Class 2 and 3 
high enough so when Class 1 is added the blend price will show a 
profit for the average dairyman, 

Obviously the first method would result in a higher consumer 
price and would in effect subsidize Class 2 and 3. 

So, too, the same result would happen to Class 2 and 3 and 
could actually price this milk out of the market by making it 
profitable for Processors to import their needs in the form of 
components of Manufacturing Milk. 

However, there is another way that is fair, just and reasonable 
to give economic equality to Grade A Producers. According to the 
Federal Market News Service, issued May 18, 1959, feed cost for one 
pound butterfat at San Francisco quotations is 70.43¢ a pound. So 
for 3.8 per cent milk the feed cost if $2.67. Since by rule of 
thumb the total cost of producing Grade A milk is double the feed 
Cost this figure is $5.3h. The present Valley price is $5.29. So 
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for practical purposes the "Price is Right" for that portion of Grade A 
sold at a Grade A rate! Many, too many, contracts are called 50 per 


cent contracts. Does this mean 50 per cent of the year's production 


is paid for at a Grade A price? It does not}! This means that SO per 


cent of the average of the lowest three months! production, more or 
less, which in effect could mean 60 per cent of the milk is paid for 
at a surplus price and only O per cent paid at a Grade A price of the 
milk delivered, 

This is an impossible situation, This cannot be allowed to 
continue. This must be corrected. The California Dairymen Incorporated 
has tried, through pointing out orally to distributors, and through 
resolutions such as the one in Modesto, presented to the Market Milk 
Committee of the California Dairy Council in 1957, to wit: No new 
contracts until all contracts now in effect have reached a minimum 
of 75 per cent of quota and all new ones shall be written at 75 per 
cent of quota. By the way, I am no longer a member of this committee. 
No results have been forthcoming. However, this bill, SB 142, is 
another effort to achieve economic equality through legislation. 

The California Dairymen Incorporated requests an interim 
committee to conduct hearings in the various marketing areas of 
California, because the pricing, production, proportion of fluid market 
milk paid for at a Grade A price, are vital to achieve that fair and 
prosperous condition for dairymen, and this can only be accomplished 
for all dairymen as a group by having all dairymen, as individuals, 
being given their fair share of the market. 

The California Dairymen Incorporated furthermore does not want 
even a single dairyman to be hurt, by losing his present market, 
Therefore, we want the Director of Agriculture, the distributors, 
the processors, the co-ops, the dairy organizations and individual 
dairymen to have an opportunity to express their views on this method 
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of raising quotas. 


SB 1442 can have more far-reaching effect for the good for all 


dairymen than any other bill considered by this Legislature. One very 


important result would be a "California Uniform Fluid Milk Contract" 


which all distributors would use and every dairyman could understand. 

Another important result would be a more realistic signing up 
of manufacturing milk producers to a Grade A contract, 

And lastly, this bill could help to pave the way for a smoother 
adjustment when the time comes that a single standard of milk would 
be produced in California, 

So, California Dairymen Incorporated requests that this committee 
become an interim committee for the above purposes. It must be 
definitely understood that this does not mean “sweeping the bill under 
the rug" or "filing it for future reference" or "turning the cow to 
pasture to go dry", but rather "preparing the cow for freshening" so 
all dairymen can achieve economic equality; and since/ JUNE IS DAIRY 
MONTH/ What's so rare as a Day in June?/ When cows are knee deep in 
coverts bloom/ And children eating ice cream with a spoon?/ Adults 
can add years of healthful living--drink milk soont/ What's so rare 
as a Day in June?/ When cow's milk enough to fill a sea,/ The Grade 
is High Quality--the Average Pay is B/ What Dairymen deserve is 
“Economic Equality"!/ 

Now that was the testimony given in 1959. Now here is our 
testimony today on this. 

The economic position of all of agriculture in this, the Golden 
Sixties, is on the way down the economic ladder, while the rest of 
the economy is on the way up! And the dairyments economic position, 
in relation to his contribution of nature's finest food, is on the 
bottom of the totem pole. The major cause of this is ironic, because 
the dairyman has increased his over-all efficiency more than any other 
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industry, bar none! Dairymen who give the most food dollar-wise are 
forced to accept for their return, dimes in place of dollars. Cali- 
fornia Dairymen Incorporated has a major publicity program through 
radio, newspaper and farm magazines, and hearings such as this one on 
SB 142 to change the direction of the dairymen's declining net income 
to an ascending net income and finally to have all efficient dairymen 
receive “economic equality". 

In the beginning there was the “Law of the Creator", Man-made 


laws did not appear until man himself made them necessary. So, for 


ages there have been the two kinds of laws--the “Law of the Creator" 


or “Natural Law’ as it has become known, and man-made laws or 
‘Positive Laws". Positive law is a specific law, such as the 
California Milk Stabilization laws enacted by a legislative body, 
such as the California Legislature, to correct a specific situation 
by delegating specific authority to a person, board or city or county 
legislative body. Since no two legal cases are exactly alike, it is 
necessary for the courts, in arriving at a decision, to take into 
consideration both the positive and natural laws. 

The California Milk Stabilization laws were enacted to correct 
existing evils in the dai ry industry as they affected producer, 
distributor and consumer prior to the year 1935. The major causes 
of instability and insecurity for producers, distributor and consumer 
were: 

1. A completely demoralized milk market in most major markets 
of the State were a part of the economic depression of the early 
Thirties, 

2. Farm prices for fluid milk dropped to disastrously low levels. 

3. Production increased, while sales declined, creating a surplus 
Condition, 

4. Producers were seeking an outlet for their milk at any price. 
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5S. Some producers attempted to market their milk directly to the 
consumers. 

6. Milk wars, some hot, some cold, were a common occurrence, 

7. Distributors passed back to producers any losses due to 
cutthroat competition, 

The California Milk Stabilization Laws cover four Legislative 
enactments: 

1. The 1935 Young Act for minimum prices to Producers, 

2. The 1937 Desmond Act for minimum wholesale and retail prices. 

3. Fair Trade Practice Law. 

lh. The Dairy Industry Advisory Board Act of 1945 to advertise, 
educate, public relations and research programs to promote the sale of 
dairy products. 

The purposes of the Act are to maintain satisfactory marketing 


conditions, to bring about a reasonable amount of stability and 


prosperity in the production and marketing of fluid milk. Note that the 


administration of the California Milk Stabilization Act rests in the 
Director of the State Department of Agriculture. The work is done by 
the Bureau of Milk Stabilization. There are the local producer and 
distributor boards that are advisory to the Director. The Director 
then has the final word about the several factors affecting the 
producers's price, He can, if he chooses, under the present law 
practically ignore costs of production and beat the producers over 
the head with the “excess milk" club, in setting the minimum prices 
for milk, 

Now let's take a look at distributor prices. These require such 
prices make provision for the costs incurred by the distributor, plus 
@ return on necessary capital investment, so that consumers may be 
Supplied with milk through various channels. In other words, a 
guaranteed profit! Right here, permit me to point out a separation 
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of the two laws. The producer's is a permissive law, even though it 


























is a positive law! The distributor's is a positive law, period! The 
Young Act is permissive, in that not only costs of production, but 
excess milk is taken into consideration as a factor in pricing milk 
for the producer, This hole In the dyke becomes a "wide open door’ 
as a factor in pricing milk! 

Certainly the Legislature never intended the dairy industry to 
be half rich and half poor; or the poor half to be further divided 
into "rich poor" and "poor poor"! Furthermore, whenever the Director 
holds the price producers receive "below cost of production” because 
of excess milk, and it is a known fact that in the past, distributors 
encouraged, demanded over-contract, over-quota milk to keep their 
manufacturing milk running at full capacity, then the bitter pill of 
excess milk is twice as hard to swallowj Furthermore, the distri- 
butors make a profit on excess milk and the producers suffer a double 
loss because it is produced under higher costs than manufacturing milk. 
Right here is where the natural law should enter. The Director knows 
that some distributors have encouraged an excess milk because of a 
50 per cent of 50 per cent Grade A contract to have Grade B convert 
to Grade A, and, while under the present positive law, he cannot 
stop this vicious practice, certainly the helpless producer should 
not suffer price=-wise from something they were powerless to prevent] 


During 1959, $118 million dollars were recovered for producers 






because of under-payments that distributors recognized. How much 






more actually is due producers that distributors did not recognize 





When, according to 







and have not paid perhaps will never be known, 


the Stabilization Act, the Director "may" proceed administratively 








to revoke or suspend the licenses of distributors in the case of 


aggravated or repeated violations of the Act, and he does not do so 







to the distributors who refuse to pay 20 pennies for Class 2 milk, 
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surely a change is needed in the law. 


Now let's take another look at the Young Act. While it is a 


positive law in itself, it is surrounded by and a part of the natural 


law, because it is trying to do legislatively what, in this case, the 
distributors should have done morally, i.e., returned to the producer 
a fair share of the consumer's dollar. The distributors have the 
Desmond Act, no loop holes, that assures them all costs and more, 

By getting their heads together they pay for over-quota milk and 
manufacturing milk at such a price that there is a profit in all 
dairy by-products for the distributor. The producers not only, under 
the misinterpretation of the Young Act, sell at a below-cost of 
production Class 1 milk price but also excess milk that most of them 
are producing under duress, lose more, but distributors still make 

a profit! 

Let's discuss integration. 

We have some distributors, to be sure of a supply of milk and to 
have more of a hold on their producers, have an integrated operation, i.e. 
they form another corporation that buys or leases land, levels it, 
builds dairy buildings and then, under certain conditions, leases these 
ranches to dairymen. Why? Well, one reason is that thru holding out a 
tempting 90 per cent contract they can readily obtain high rent from these 
ranches, Then after there is a more than ample supply of milk for the 
market for their own needs and the market in general they reduce the 
90 per cent to 80 per cent to 70 per cent. What can the dairymen do? 
Nothing! 

And furthermore, the big distributors have in effect integrated 
their dairymen thru the very instrument that was meant to protect them, 
namely, individual milk contracts! 

On the scales of justice, the dairymen's weight is one pound and 
the distributor's 100 pounds because these contracts merely show the 
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amount of milk the distributor will guarantee to purchase daily and that 
the distributor will pay the board's price per hundred pounds; that's 
the one-pound side. Now on the distributor's side, the 100 pound side, 
they add in fine print, two pages long, conditions which even the 
lawyers disagree on the interpretation, 

The end result? Dairymen, in California under distributor's 
individual contracts, are actually integrated, in that they do not have 
a free competetive market. Distributors do not sign up another 
distributor's dairymen! The distributors do not need to invest even 


one dollar in the actual business of the dairymen to have control. 


And dairymen do not have any real bargaining power. Contract 


favoritism is another weapon that keeps producers in line. Producer 
pools or minimum per cent of production will give producers power to 
bargain with the distributors rather than simply “do you want a 
contract?" Then sign here and another 50 per cent of 80 per cent 
contract is in effect as a "foot in the door" to the fluid milk 
market. Oh yes, they promise a higher quota after awhile if the 
dairyman has earned it by increasing production. What then? The 50 
per cent of 80 per cent is actually 25 to 30 per cent of production. 

I have here a contract calling for about 3,300 pounds of milk daily, 
the guarantee is under 30 pounds of fat and lO pounds of skim. And 

I say here that I will show this contract to the committee in confidence, 
as I do not want this dairyman to lose a market. Well, I have changed 
Since what I heard yesterday. I don't want them to see it at all 
because I know what would happen to that dairyman, And I'm not just 
talking either, If there is one area that needs to be better under- 
Stood by the distributor it is that greater recognition of the human 
values involved in the lives of the dairymen and his family as 
Producers! Also, that while there has been a small rise in the price 
the dairyman receives for his milk, there has been a much greater rise 
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in the cost of producing this milk and the result is “real income" 


declining. 

Something must be done] 

There are several methods to assure producers a fairer share of 
the market dollar. 

1. A federal milk order. 

2. A stabilization pool in each of the proposed four or five 
marketing areas instead of 28 now existing. 

3. Or as in SB 1h)2, minimum quotas in the proposed four or five 
marketing areas, 

Let's discuss SB 1hh2: 

California Dairymen Incorporated believes that under the Young 
Act the intent of the Legislature was that the producer should have 
a floor of at least cost of production, and, furthermore, the intent 
of the Legislature was that all of California dairymen, not just a 
certain section, should be in a fair and prosperous condition! Just 
how does California Dairymen Incorporated, through SB 14h2 propose to 
accomplish economic equality for all efficient Grade A dairymen? There 
are two main factors: 

(1) The Department of Agriculture, after public hearings, that 
producers, distributors and consumers can testify at, shall from the 
information presented, draw up a California uniform fluid milk contract 
which shall be the only legal one in California, It shall contain, 
for each of the proposed four or five marketing areas, minimum quotas, 
recognition of assignments for all incorporated dairy organizations in 
California, cancellation of contracts only for certain specified 
causes and by tests conducted by the Inspection Service. 

(2) Since the Young Act is specifically for a fair and prosperous 
Condition for producers, the various marketing areas shall each have 
a minimum quota. The area with the lowest average usage shall have 
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assigned to it the natural increase in fluid milk use in California 


each year until the average is at least 75 per cent. After that, 


each year the increase shall be apportioned equally between all the 


four or five marketing areas. Producers can bargain for over-contract 
milk and sell it in the best market. Distributors cannot, either in 
writing or orally by field men, coerce, request, suggest thru veiled 
threats of cancellation of contract, force producers to sell this 

milk to them. If the producer finds a market for his excess milk and 
he is cancelled out, the distributor must prove the milk was deficient 
or else the Department will assess distributor twice the loss to the 
producer until he again has a contract. A stabilization pool ina 
marketing area would give all dairymen the same share of the market 
and no individual contracts would be needed, 

No one group engaged in agriculture is so subject to both natural 
and positive law as are dairymen. The federal and state laws covering 
buildings, maintenance and use of surrounding premises, the rules and 
regulations about the health, testing, inspection of dairy animals, 
utensils, method of producing and storing milk, these are positive 
laws. Natural laws of breeding, feeding, raising and management to keep 
best herd health and production must be adhered to. Also, a third 
“finger in the pie“ is the long two-page fine-print contract for dairy- 
men to sign his “financial life” away! These contracts must be 
cancelled out once and for all time, 

Cut away the “economic noose“ around dairymen's necks due to 
individual contracts by having all dairymen share and share alike in 
the market place. Relegate to the "ghost graveyard" that old wives! 
tale of surplus. Only milk produced as and used as fluid milk is 
Grade A -- excess is paid for at a Class 2 and 3 price and should be 
So figured in the green sheet, 

California Dairymen Incorporated and the Grange thank you for this 
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opportunity to present our views on how to improve the dairymen'ts 


situation in California. 

CHAIRMAN BELOTTI: Any questions? Thank you, Mr. Grabow. 

MR. GRABOW: I would like to add that when I made the statement 
about the producers or the distributors not coming to meet with the 
Statewide Manufacturing Milk Committee, I was under the impression that 
they had been invited. I find Bob Beckus said they were not invited, 
so of course that changes the situation. I have not got the minutes 
from the previous secretary, but any meetings we are going to have in 
the future, I for one will see that they are invited. 

CHAIRMAN BELOTTI: Now, Russ Richards, I am calling on you again. 
You notice that my crew is getting smaller all the time. I still have 
a preponderance of Senators so we're all right now. 

MR. RICHARDS: Mr. Chairman, in the interest of time I am simply 
going to say that we recognize the material in Senate Bill 12, the 
contracting problem, is certainly very important in the whole dairy 
picture today. We feel that it must be worked on as one of the 
Components of our over-all dairy economic problem. We feel, however, 
that the climate that's being generated between producers and dis- 
tributors is moving in a direction where they are sitting down together 
on many occasions in several committees to work on exactly the same 
sort of material, toward the same ends that are found in this bill, 
and we would only suggest that the industry have the opportunity to 
work on it further before legislative action is taken. 

CHAIRMAN BELOTTI: Very good; thank you very much. Now for the 
Dairy Institute again, Mr. Beckus. 

MR. BECKUS: Mr. Chairman, Mr. Larry Maes will present a short 
statement, copies of which he has for the Committee. 

MR. MAES: I would like to make one or two gratuitous remarks 
in addition to my prepared statement, Mr. Chairman. One is that I 
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hope the members of the Committee that remain will not judge producer- 
distributor relations in California by the statements they hear in 
hearings of this sort. It seems to me in the zeal for their bills 
that sometimes producers! representatives may lose sight of the fact 
that by and large the distributors and their producers do have good 
relations in California, and if distributors have fallen down in this 
respect they are working hard to correct it. I don't think that we're 
at the arm's length position that some of the testimony that you 
gentlemen listen to on a day like this might indicate. With reference 
to the nature of producer contracts now in effect in California, if 
the Committee wants to review those, it is required by law that we 
file with the Department of Agriculture a copy of producer contracts 
and any member of the Committee is free to visit the Department of 
Agriculture and browse through them without in any way jeopardizing 
the livelihood of any producer. 

SENATOR COBEY: That's a copy of every single contract? 

MR. MAES: Yes, Senator Cobey. We are required to file Grade A 
contracts. To the best of my knowledge, no distributor that I 
represent -- I represent about fifty in the Bay area -=- has ever 
terminated or even thought of terminating a producer for expressing 
his views to a legislative committee or for complaining about his lot. 


We wouldn't have many producers left. 


CHAIRMAN BELOTTI: So these contracts that contain these provisions 


that are objectionable, as expressed here in previous testimony 
yesterday are on file and available to anyone who might want to review 
them, 

MR. MAES: They are on file. There have been contracts with low 
quotas; there will continue to be for various economic reasons. We 
Shouldn't generalize from the specific; we shouldn't talk about a 
Contract that was written two years ago and discussed as though it 
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were now in effect, or talk as though one percent of contracts were all 

































contracts. I will pause to identify myself. I am Larry Maes. I 
represent a group of Bay area distributor associations, including the 
San Francisco Milk Council, the Alameda County Milk Dealers Association, 
Santa Clara County Milk Dealers, Central Valley Dairy Association. And 
I also am appearing on behalf of the Dairy Institute today. 

Under present provisions of Section )280(e) of the Agricultural 
Code producer contracts specifically must include certain provisions 
intended as safeguards to the producer in his contractual dealings 
with distributors. These include: 

(1) The amount of fluid milk to be purchased; i.e. the contract 
amount of quota. 

Now to avoid confusion, Mr. Grabow was referring to minimum 
quotas and I think he meant to talk about minimum guarantees. And I 
don't want the Committee to get confused on this point. 

(2) The minimum quantity of such milk to be paid for as Class 1; 
i.e. the Class 1 guarantee. 

Other mandatory provisions include price to be paid, date and 
method of payment, charges for transportation and protection to the 
producer against having to deliver milk which will be paid for at less 
than Class 3. 

Senate Bill 1442 adds two new requirements: 

(1) The guaranteed Class 1 usage shall be 80% (70% for country 
plants). 

(2) Contracts shall be on a standard form. 

The bill also provides for administrative hearings to amend the 
hew requirements if variations appear warranted. 

The purpose of SB 142 is not clear. 


Contract guarantees represent minimums and under normal conditions 






usage rather than a guarantee is the basis for payment. It should be 
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clear that distributors cannot contract for more Class 1 usage than can 
be utilized. If high guarantees were mandatory, distributors would 
either reduce contract amounts or be forced to terminate a portion of 
his present producers, 

The intent of the portion of SB 12 that refers to standard 
contracts is not clear to us. The legislating of a standard or uniform 


contract for all producers and distributors in California is not a 


practical concept under the present law. So long as producers deal 


with individual distributors, contracts which are tailored to the 
production and distribution conditions of the parties appears necessary. 

On the other hand voluntary joint efforts to improve producer 
contract procedures are now underway in California. The Director of 
Agriculture has appointed producer and distributor committees to study 
and recommend improved contract procedures. 

Major producer and distributor associations are studying along the 
same lines and joint recommendations are pending on matters such as 
term of contract, quota and guarantee adjustments, limits on over- 
contract milk and so forth. 

In our opinion these voluntary efforts are proving far more 
beneficial than would legislation of the type under consideration here, 
We recommend that no favorable action be taken on SB 12. 

SENATOR COBEY: I would assume, Mr. Maes, that even though these 
contracts may not be of one standard form, aren't many of these contracts 
pretty close to identical? 

MR. MAES: They tend to become standardized. They have become 
more complex as the attorneys have had to make them that way, and they 
are fairly well standardized now. The legislative requirements created 
a degree of standardization and we have developed a number of other 
Standard clauses. The major company contracts resemble each other 
Closely. 
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SENATOR MONTGOMERY: Mr. Maes, you said the attorneys make these 


contracts complex. Why? 


MR. MAES: I'm not an attorney, Senator, nor am I very well 


qualified in the contract field. But producer contracts, in addition 


to establishing a basis for purchasing milk, are binding legal contracts 
just as a real estate contract is, or any other type of contract. And 
over the years the normal safeguards that are common to all contracts 
have found their way into producer contracts. 

SENATOR MONTGOMERY: And they should be complex, then, so 
can understand them? 

MR. MAES: Well, I don't advocate complexity. One of the things 
we are working on voluntarily is to try to simplify contracts. I 
agree with you. They are difficult, the fine print is hard to read. 

I have the same feelings about my insurance policy, Senator; I don'ft 
know why it should be so hard to read. 

CHAIRMAN BELOTTI: Any further questions? I thank you very much, 
Mr. Maes. Does that conclude the testimony for the Dairy Institute? 
Now, Mr. Van Maren. 

MR. VAN MAREN: I am James G. Van Maren, Assistant Manager of 
the California Milk Producers Federation. I have been asked by Mr. 
William J. Hunt, Jr., Manager, to read this statement for him because 
of a plane connection. 

I represent the California Milk Producers! Federation, which is 
an association of Grade A milk producers associations operating in 
California. 

We are here today to present testimony with regard to SB 12 as 
introduced in the 1959 session of the Legislature. 

Our understanding of this bill is that it amends the contract 
Provisions of the Milk Stabilization Act so that a producer of Grade A 
milk cannot be required to supply a bottling plant with milk in excess 
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of an amount for which he is guaranteed to be paid 80% Class 1 or be 


required to supply a country plant with milk in excess of an amount for 


which he is guaranteed to be paid 70% Class 1. 

Further, that the contract form must be approved by the Director 
of Agriculture and that the form may be modified by the Director after 
public hearing. 

We support the policy of equity in buying practices throughout the 
State and it is apparent that the condition does not exist at the present 
time. 

The contract requirements were placed in the law to protect the 
producer and today they are not affording the protection needed. 
Contracts in existance today are too complicated and should be simplified. 
It is my understanding that distributors are endeavoring to do this 
now. 

The Market Milk Study Committee appointed by the Director of 
Agriculture is studying contracts and buying practices right now. I 
have attended these meetings and feel sure that this Committee will 
recommend some change in the contract provisions of Section 280. 
Whatever the results of this Committee's study are, they will be based 
upon a great deal of information and reasoning, therefore; at the 


present time, we take the same position with regard to this bill that 
we do with regard to SB 1167. That is, we reserve our opinion with 
regard to this specific bill until we know the conclusions reached 


by this Market Milk Study Committee. We want it clearly understood 
that we do not oppose this bill; we merely reserve our opinion until 
we have more information, 

CHAIRMAN BELOTTI: Any questions? Thank you very much. Is there 
anyone else that has any statements to make before we adjourn? If not, 
any members of the Committee here that have any comments that they 
would like to conclude with? Otherwise, I would like to thank every- 
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one that participated in making this hearing a real success, and I am 


certainly pleased that as Chairman of the Assembly Committee that we 
have met here jointly with the Senate Committee on Agriculture,which 
I think should happen more often. 


Thank you very much. The meeting stands adjourned. 





Exhibit A: Joseph Branco 


MILK FAT AND SKIM MILK AVAILABLE FOR MANUFACTURE 
CALIFORNIA 


Milk Fat thousand pounds 


Percent of 


Market Total Production 


Manufacturin 


9355 
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2,088,7h1 
2,142,395 
2,027,999 
2,000,159 
1,869,177 
1,843,922 
1,869,031 
1,714,957 
1,649,897 
1,837,207 
2,039,633 
2,052,669 
1,818,976 
1,649,520 
1,42) ,483 
1,354,103 


Skim Milk 


6,998 

4,000 

6,011 
13,724 
12,101 
14,632 
1h.,202 
1,667 
11,208 
18,978 
23,127 
21,916 
23,136 
36,543 
39,940 
50,238 


337,740 
520,608 
697,952 
620 , 64.0 
668 ,4.69 
566, 377 
539,355 
467, 302 
697,174 
789,20) 
750,295 
775,876 
1,102,944 
1,167,011 
1,470,928 


thousand 


MMMMNMMMMNN l/l lv lo fo 


92,353 
91,580 
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